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Mr. Skirm yelled, “WA/ 7 / 


...SO | waited! 


MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 
PEGGY: Why, uh... ah, about 20 times 
I guess. 


MR. SKIRM: I thought so. Here, take a 
look at this: 





This is the sixtieth copy made with the same 
sheet. of Park Avenue Carbon Paper, a product 
of the Royal Typewritor Company. ‘This sheet 
of carbon paper had been used 59 times ocfore$ 
The test was made at the United States Testing 
Company, I[nc,., one of Ameoricats largest 


independent testing laboratories. 
a clear, legible copy this sixtieth one is} 











Laboratory test No. 36092-NY. issued October 6, 1942 





PEGGY: Jeepers, it’s a miracle! How 
come? 


MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
each sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 

MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 


to expect you girls to get a lot more 
mileage out of your carbon paper from 
now on! 


*Trade-Mark Recistered U.S. "st. Off. 
Copyright 1942, Royal ‘lypewri.er C.mpany, Inc. 
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Carbon Papers and Ribbons 
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ROYAL 








TYPEWRITER ns 
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Park AVENUE is only one of the out- 
* 


standing carbon papers in the Roytype 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Geov- 
ernment fixed price. 
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ONE-WRITING SYSTEM 
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KNOW THE 
SHORT CUTS: 


DITTO 


SYSTEMS 


PRODUCTION—We can save 24 to 36 hours 
in getting orders into the shop. Write parts order 
or assembly order once. Use it 20 to 30 times 
for repeat orders. Eliminate 90% of all rewrit- 
ing. Reproduce shop copies, schedule board 
copies, move tickets, route tags, material 
requisitions, labor tickets. 








PAYROLL—From one writing of one form, 
Ditto gives you in a minute every form you 
need for recording payroll, including payroll 
summaries, historical earnings record, actual 
checks or envelopes, and receipt forms. There 
is no other writing, no elaborate personnel, in- 
volved systems or costly machines. 


PURCHASING —First and only writing 
gives you all bid requests, all purchase order 
copies, all delivery receipts for one or a dozen 
partial deliveries. — — being used every day by 
America’s outstanding defense industries. 


ORDER & BILLING—From one writing you 
get all orders and shipping copies, all invoice 
copies, and, if you wish, sales analysis slips. 
No method provides such flexibility, none can 
match its error-proof control. Orders may be 
written by salesmen in the field or by typists 
in branch offices or warehouses. Copies may 
be reproduced at the home office or branch 
factories. 























DITTO, INC. 
2243 W. Harrison Street @ Chicago, Illinois 





When you are ala fo sinaduueuile an 
ACCOUNTING COURSE 


CPAOOOOOHSSOSESSTOSOSOHOH HOE OOOOSOSSSOHOSOOSSOVSESSHSOHHHSHH SS SO STO OOSESSTTOSSHHSHHHSHSHHHOAOOSHHOHSHOOHOAASESSE 


O HELP you in making suggestions, 
T when asked by employees or by per- 
sonal acquaintances to suggest a plan of 
accounting training, your attention is 
called to the educational organization of 
the International Accountants Society, Inc. 

The five men composing the Executive 
Educational Committee are responsible 
for I.A.S. educational activities and pol- 
icies. 

The sixteen Certified Public Account- 
ants composing the I.A.S. Faculty are 
actively engaged in preparing text ma- 
terial, giving consultation service, or 
grading students’ papers. Some give their 
time and attention exclusively to IAS. 
work. Others who are in actual practice 
of public accounting or corporation ac- 
counting devote only part time to the 
work. Each subscriber secures the advan- 
tage of having his examinations handled 
by instructors from both groups. 

The forty members of the Advisory 
Board are outstanding Certified Public Ac- 
countants, business executives, attorneys, 
and educators, who counsel with the 
I.A.S. management, upon request, with 
respect to technical accounting, educa- 
tional, and business matters. 


The uniformly high caliber of the men who compose the I.A.S. Staff is in itself eloquent testi- 








Educational Organization 


EXECUTIVE EDUCATIONAL 
COMMITTEE 


JOHN T. MADDEN 
C.P.A., B.C.S., A.M., Sc.D. 


President, International Accountants 
Society, Inc. ; Dean, School of Com- 
merce, Accounts and Finance, New 
York University; Former President, 
American Association of University 
Instructors in Accounting; Former 
President, American Association of 
Collegiate Schools of Business. 


DEXTER S. KIMBALL 
M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Inter- 
national Accountants Society, Inc.; 
Dean Emeritus, College of Engineering, 
Cornell University; Former President, 
American Society of Mechanical En- 

ineers; author of ‘‘Cost Finding,” 

Industrial Economics,” and other 
textbooks. 


LEE GALLOWAY 
BSc., Ph.D. 


Vice Chairman, Board of Directors, 
International Accountants Society, Inc. ; 
Former Chairman, Board of Directors, 
The Ronald Press Company; Former 
Director, Department of Management, 
New York University ; author of “Office 
Management” and other textbooks. 


GEORGE P. ELLIS 
C.P.A. 


Practicing Certified Public Accountant ; 
Member of Faculty, International Ac- 
countants Society, Inc.; Former Pres- 
ident, Illinois Chamber of Commerce ; 
Former President, American Society of 
Certified Public Accountants; Former 
President, Executives Club of Chicago. 


STEPHEN ee 


B.Sc., C.P 


Vice President and Educational Direc- 
tor, International Accountants Society; 
Inc.; author of “Accounting Concepts 
of Profit,” ‘Analyzing Financial State- 
ments,”’ “Principles of Accounting,” 
and numerous technical articles on ac- 
counting and allied subjects. 


FACULTY 


Stanley E. Beatty, C.P.A. 
Haroid W. Boedeker, C.P.A. 
George P Ellis, C.P.A. 

C W. Emshoff, C.P.A. 
Stephen Giiman, C.P.A. 
John A. Hinderlong, C.P.A. 
James W. Love, C.P.A. 
Paul H. Moore, C.P.A. 

C. E. Packman, C.P.A. 

T. N. Perry, C.P.A. 

Russell C. Swope, C.P.A. 

G. E. Taylor, C.P.A. 

J. G. Terry, C.P.A. 

G. S. West, C.P.A. 

Harry G. Westphaln, C.P.A. 
Earl R. White, C.P.A. 


ADVISORY BOARD 


Arthur L. Baldwin, C.P.A. 
R. W. Barrett, A.B.,LL.B. 
Bruce Barton 

Wilford A. Beesley, C.P.A. 
Reynold E. Blight, C.P.A. 
C. N. Carter, Ph.B., C.P.A, 
Geoffrey S. Childs, B.C.S. 

W. J. Christian, C.P.A. 

William B. Cornell, M.E. 

James A. Councilor, C.P.A. 
Albert J. Derbes, C.P.A. 

C. E. Dietze, LL.B., A.B., C.P.A. 
William Dolge, C.P.A. 

Rodney S. Durkee 

T. H. Frankling, C.G.A. 

Lee Galloway, B.Sc., Ph.D. 

Gilbert B. Geiger, C.P. 

James F. Hughes, C.P. 

F. H. Hurdman, B.C.S., C.P.A. 

Harry M. Jay, C.P.A. 

David A. Jayne, C.P.A. 

Roland B. Keays, C.P.A. 

Dexter S. Kimball, M.E., LL.D., D.Sc. 
B. Lichtenberg, M.C.S. 

Harry E. Lunsford, C.P.A. 

E. McDonald, B.Sc. 
JohnT.Madden,C.P.A.,B.C.S.,M.A.,Se.D. 
I. B. McGladrey, C.P.A. 

F. W. Morton, C.P.A. 

Herman C. J. Peisch, C.P.A. 

J. A. Phillips, C.P.A. 

A. Lee Rawlings, C.PA. 

F. E. Roberts, C.P.A. 

Lawrence W. Robson, F.C.A. 

William A. Rogers 

Roscoe Seybold, B.S. 

John C. Shelly, C.A. 

R. Smethurst, Jr., C.P.A. 

F. H. Sommer, J.D., LL.D. 

A. C. Upleger, B.C.S., C.?.A. 
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mony as to I.A.S. training. The cooperation of Staff members in various advisory and consult- 
ing capacities provides the practical, broad viewpoint which is so necessary in adult education. 


To provide additional information which may be of value to you when asked to recommend a training plan, we shall 
{3 glad to mail you, upon request, a copy of our 52-page booklet “ACCOUNTING —The Way to Business Success.” 








INTERNATIONAL ACCOUNTANTS SOCIETY, Ine. 
77 Coevcsprovedorece Schoo Sence (3 


3411 South Michigan Avenue, Chicago, Illinois 
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Liditortal Comment 


Perfecting Accounting Methods 


tb aesemtom the past few years there are few pro- 
fessions which have been more profoundly af- 
fected by the rapid change in world and national af- 
fairs than our own accounting profession. Those 
changes have affected the scope of our business and 
professional responsibilities, have called on us to 
acquire constantly increasing knowledge in new 
fields, and have required us to work diligently in try- 
ing to perfect our accounting methods. This state- 
ment may sound trite and commonplace, but because 
the public and government are now taking a lively 
interest in how we handle our professional work 
we should stop once in a while to reflect upon the 
changes which have so vitally affected us, and to 
consider the added responsibilities which we have the 
duty, and indeed the opportunity, to assume. 

The first important field of activity to be men- 
tioned is cost accounting. All of us have had our 
own systems of cost accounting for years, worked out 
for the purpose of private budgeting, of pricing, and 
of financial control. Now, however, the test is be- 
ing applied of whether those cost systems really serve 
the public interest. 

A few examples will illustrate the point. During 
the first world war, and to some extent in this war, 
production of war goods has been contracted on a 
cost plus basis. Under the profit limitation provi- 
sions of the Vinson Act, many contractors sold ma- 
terials to the Navy. Concerns which have contracted 
with government under any of these provisions have 
already learned that their own cost systems must be 
considerably revised to comply with the standards set 
by various departments. Treasury Decisions 5000 is 
typical of this public supervision. 
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Renegotiation o f War Contracts 


7° those of us who have not yet experienced such 
public scrutiny of our cost systems, there is prob- 
ably in store a similar lesson in renegotiation of war 
contracts. As John T. Flynn recently pointed out in 
BARRON’S WEEKLY, renegotiation is little more than 
a cost plus procedure, holding profits to some fair 
relation to costs, but with a decided emphasis on the 
propriety of many elements of cost and of the amount 
of such cost items. So far there has been great lati- 
tude granted the men in charge of the renegotiation 
procedure of the various service branches, but the 
first step in any negotiation is an inquiry into costs 
and margins of profit, not only for specific fiscal 
periods, but also for specific products. In this in- 
quiry there is almost always disagreement over the 
elements which the manufacturer has consistently 
taken into account under his own system of cost. 


Unit Costs and Average Makeup 


sige another common experience arises in our 
efforts to price new goods and services under the 
OPA General Maximum Price Regulation, and sub- 
sequent special regulations such as Regulation 188. 
These regulations seem to presuppose that the lines 
of goods and services which flow in business chan- 
nels are fairly static and to assume that the OPA 
could effectively administer price determination of 
new products on special application. It has been 
recognized that the procedure of special applications 
is unworkable, chiefly because of the difficulty of 
checking in the Washington Office of OPA the de- 
tails of costs involved in unexpected numerous ap- 
plications for new price determinations. In conse- 
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quence later regulations, such as Regulation 188, 
require many industries to figure and report their 
own new prices based on unit costs and average 
mark-up. The scheme of these regulations obviously 
is based on the presumption that such costs are al- 
ways available or determinable by every manufac- 
turer. 

These examples, and others with which controllers 
have first hand experience, demonstrate clearly that 
the public, and particularly agencies of the Govern- 
ment, assume every business in the country has es- 
tablished cost accounting records, and perhaps that 
if it has not, these cost figures can be determined with 
reasonable care and without any great loss of time. 
Especially in the renegotiation procedure, it seems to 
be implicit that these cost systems are reasonably 
similar and comparable. Every controller knows 
these assumptions are not correct, and, particularly 
in smaller business enterprises, are rarely true. Yet 
it seems apparent that business is being generally 
expected to keep its counting house in immaculate 
order when cooperation with any national effort or 
policy is required. 

Many of us resent criticism of procedures which 
have served us rather well, and have been sufficient 
for our purposes in the past. With this instinctive 
reaction we have a great deal of sympathy, but try- 
ing to be as disinterested as possible, we should like 
to pose the question of whether we have been too 
slow in keeping up with developing public standards, 
and whether we have been too short-sighted, or even 
too penny-wise pound-foolish to employ the stand- 
ards already available. 


Should Streamline Cost Accounting Principles 


| BELIEVE that as the responsible accounting off- 

cers of established business we owe it to ourselves 
and to the business system of which we are a part, to 
spend a great deal more thought and energy on 
streamlining cost-accounting principles and making 
them applicable generally to all types of business ac- 
tivity, principles which are fair and workable, and 
are generally acceptable to public and the govern- 
ment. 

The results will be beneficial to the entire business 
structure. Widely adopted costing will help to steady 
all business operation, and it will help to improve 
relations between business organizations and the gen- 
eral public. While many people realized that ad- 
equate cost systems were not universally employed, 
it has remained for renegotiation procedures and 
price ceilings to reveal the extent of the deficiency. 
In some cases where cost records do not exist, the sus- 


picion has arisen this lack of data has been used de- 
liberately to obscure actual costs and profits. This 
suspicion should be dissipated promptly by the in- 
sistence of business itself that cost principles be uni- 
versally employed. 

It is fully realized that the natural comment that 
such an accomplishment is very difficult in the light 
of the infinite variety of business facts and business 
problems, but we believe it can be done, and that the 
experiences of the immediate future in the solution 
of the problems mentioned will greatly assist in reach- 
ing the goal. Public insistence on the use of adequate 
cost systems will increase, not die down, and we as 
controllers are faced with the challenge of establish- 
ing general cost principles, and then of seeing that 
business at large puts them into effect. 


Budgetin g Tax Payments 


AC D field of activity in which we have had 
to expand our work to an extent undreamed of a 
few years ago is taxation. Many aspects of the tax 
problem call for special knowledge, and special ac- 
counting procedure. Among those which controllers 
have in mind are the various payroll taxes, state sales 
taxes, excise taxes, and the like. These controllers 
have mastered as a matter of course as they have come 
along, just as they have kept abreast of changes in the 
income tax law and regulations from year to year. 
But, as we see it, the Revenue Act of 1942 puts new 
emphasis on two tax problems which all of us must 
solve. 

The first of these has to do with the task of budget- 
ing tax payments of a given business without seriously 
impairing the working funds of the enterprise. Where 
80 per cent. of 1942 earnings may be required for that 
purpose, it takes little imagination to realize the 
tightness of the controls which are necessary to pre- 
serve a proper balance between inventories, receiv- 
ables, and cash. For smaller businesses, and for busi- 
nesses without ample cash, this problem will be one 
of great difficulty. Upon the skill with which con- 
trollers handle that perplexing problem in their busi- 
nesses, depends the future of their companies and the 
welfare of all connected with them, and upon our 
collective skill in doing this job throughout the coun- 
try depends the stability of American business in the 
years to come. To help each other and to keep free 
enterprise alive, we must do all we can to develop 
operating controls which will maintain the delicate 
balance between costs, inventories, sales, cash and 
terrifically high taxes, and we must make these con- 
trols available to every business in the country. 
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Whole Tax Structure Should be Overhauled 


HE second of these tax problems has to do with 

the tax structure as a whole. It has “growed” 
like Topsy, and by adding tax on tax and technicality 
upon technicality, has become a maze through which 
only the most expert can find their way. Established 
paths are so baffling even the experts are not always 
sure they are on the right track. The time is long 
past when a thorough overhauling of the whole tax 
structure should have been undertaken. Under pres- 
ent tax rates the job is even more necessary. 

As an organization, The Controllers Institute of 
America has raised its voice respecting tax legislation. 
During the hearings on the 1942 Revenue Act, The 
Institute's Committee on Co-operation with the 
Treasury Department was represented by our coun- 
sel, Alger B. Chapman, who filed a brief on many of 
the technical aspects of the law. In this field we must 
assume more responsibility. If the tax rates now in 
effect place business in such a precarious condition 
that the whole economic structure may be under- 
mined, it is incumbent on controllers to present the 
facts clearly and forcibly to Congress, with our 
recommendations. 


Controllers as Advocates 


oo aside from new problems in account- 
ing and taxation, controllers have had to be- 
come skilled as advocates. During the tax hearings 
many financial officers of corporations appeared be- 
fore the Senate Finance Committees to tell the effect 
of a 90 per cent. excess profits tax on their businesses. 
Their pleas were chiefly responsible for procuring the 
relief granted in the Senate version of the bill. Else- 
where, too, every controller is required to sustain his 
opinions and contentions. Tax conferences, renego- 
tiation procedure, and dealing with governmental bu- 
reaus are only a few of the instances in which control- 
lers are required to present and support their views. 

Whenever we take the part of established business 
in our dealings with the public and with branches of 
the government, we must keep in mind that a con- 
structive attitude must always actuate our thinking. 
Mention has been made of business men who resent 
criticism. All of us do, especially where we regard it 
as unfair. But little can ever be accomplished by 
constantly adopting a defensive attitude and bitterly 
criticising those who seek to encroach upon the rights 
and privileges of business. Our defense can best be 
made through constructive proposals, through which 
we seek to better our own business activities and 
methods, to improve relations with the public, and 


with the government, and to make appreciable con- 
tributions to the strengthening of our American way 
of life. Possibly the suggestions we have made meet 
that test. 


Difficult Burdens of Controller 


seta the past years the burdens of the con- 
troller have become increasingly arduous and 
difficult to perform. As a group we have always meas- 
ured up to our responsibilities, and we have succeeded 
in helping our respective businesses weather the 
storms of the last fifteen years. We shall continue to 
do so. We shall rise to meet the newer problems of 
this war period as we have those of the past years, and 
it is our purpose to mark well the height of some of 
the barriers controllers must surmount. The challenge 
of our times is sharp, but controllers will not fail in 
their tasks. 

T. C. McCoss. 


Recording Refund of Excess Profits Tax 


VER since the 1942 Federal Revenue Act was 
enacted, discussions have been going on in ac- 
counting circles as to the most acceptable method of 
presenting in financial statements the refund, in the 
form of government bonds to be issued later, of 10 
per cent. of the excess profits tax, for which pro- 
vision was made in the Revenue Act amendments. 

Now comes an accounting opinion of the Securi- 
ties and Exchange Commission which clarifies the 
situation. The procedure outlined will undoubtedly 
form the pattern to be followed by corporate ac- 
countants. It is generally regarded as outlining a 
conservative treatment of the item. 

The opinion was written by Mr. William W. 
Werntz, chief accountant of the Securities and Ex- 
change Commission. It appears on page 592 of this 
issue. 


Test of Private Enter prise 


HE first article in this number of THE CoNTROL- 

LER should be read with great interest by con- 
trollers. Dr. Richard J. Gonzalez, the author, de- 
scribes the war and postwar petiods as a test of the 
private enterprise system. Dr. Gonzalez is a native 
of San Antonio, Texas, and a graduate of the Uni- 
versity of Texas, where he earned degrees of B.A., 
M.A., and Ph.D. He has been economist of the 
Humble Oil & Refining Company, since June, 1937. 
He is a member of Phi Beta Kappa, American Eco- 
nomic Association, and American Statistical Asso- 
ciation. His is a thought-provoking paper. 
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War and Postwar Periods Test of 
Survival of Private Enterprise 


THE CHALLENGE TO OUR 
ECONOMY 


There are two great challenges be- 
fore the industrial system of this coun- 
try today. One is an immediate 
challenge—to produce the materials 
necessary for victory in the war. If we 
fail to meet it, then our way of life is 
doomed. But even if we do meet this 
first test, there is another challenge, 
and a more important one in the long 
run. Our industrial system may survive 
the war, but that triumph will be short- 
lived unless it demonstrates an ability 
to provide full employment and an as- 
surance of a better way of life in terms 
of material goods, as well as spiritual 
values, than any other system. 

The doom of the free enterprise 
system has long been predicted and 
anticipated by some individuals, and 
it appears certain that the present war 
and the postwar period will constitute 
the most severe test to date of whether 
that system can survive and continue. 
If it has reached a point of stagnation 
or decay, as some economists think, 
then there is little hope that we may 
perpetuate it for the future. On the 
other hand, if it can continue to dem- 
onstrate that it provides a more satis- 
factory way of life for the majority of 
our people than any other known al- 
ternative, it will survive. The issue will 
be decided by facts, not by theory. 
Therefore, the question is—do we 
have reason to believe that our indus- 
trial system as we have known it in the 


‘recent past, with the numerous modi- 


fications which it has already under- 
gone, can and will meet the challenge 
of the future? 

There are many different views as to 
the ability of our economic system to 
survive the war in substantially the 
same form as that of the prewar pe- 
riod. It is apparent that any forecast 


By Dr. Richard J. Gonzalez 


of the future must be based on certain 
assumptions as to the extent of the 
war, the nature of the peace, and the 
policies to be pursued by Government 
and industry in the postwar period. 
Whether our industrial organization 
will survive in substantially the pres- 
ent form depends in part upon fac- 
tors entirely outside its control. 
Whether it can survive, however, de- 
pends principally upon its ability to 
produce goods and to provide a satis- 
factory standard of living. While the 
war has created many dislocations, it 
has also added proof that we have a 
tremendously productive economy, 
which can turn out far more goods 
and services than ever before, if it is 
operated efficiently. As a background 
for any analysis of probable industrial 
developments in the postwar period, 
it is helpful to review the character 
and extent of the changes already 
caused by the war and the speed with 
which industry has adjusted to them. 


ADJUSTMENTS TO A 
WARTIME ECONOMY 


The record of American industry in 
meeting the defense requirements of 
the United Nations constitutes one of 
the brightest pages in its history. Three 
short years ago our industry was almost 
wholly unprepared to meet the de- 
mands of modern warfare. This nation 
had accepted the ways of peace, had 
led in efforts to secure international 
disarmament, and was determined that 
it would not become involved again in 
a world conflict. The events of 1939 
and the spring of 1940 made it clear 
that we could no longer stand aside as 
an impartial observer of the conflict in 
Europe. As a matter of self-protection 
and in order to assist the nations resist- 
ing aggression, it was apparent that we 
must turn to the production of the 
weapons of war. We did so in 1940 
with the beginning of our national de- 
fense program, hardly realizing the 
magnitude of the task ahead of us. 








A CHALLENGE TO BUSINESS LEADERS 


This well reasoned analysis of what the future may have in 
store for American business should be stimulating to the leaders 
of business in the United States, and should point out to con- 
trollers some of the problems with which they will be confronted 
in the postwar era. Dr. Richard J. Gonzalez, economist of the 
Humble Oil & Refining Company, of Houston, Texas, has per- 
formed a real service to business by stating in such simple terms, 
and so clearly, the task which lies ahead. 

Business leaders must defend the private enterprise system 
by their works—by making it function successfully in the emer- 
gency period to come, just as they have made it function for war. 

This paper, presented before the Houston Control of The 
Controllers Institute of America on November 24, comes close 
on the heels of the report issued by The Institute, ‘“Wartime 
Planning to Meet Postwar Problems,’ a report prepared by The 
Institute’s Committee on Postwar Problems. Dr. Gonzalez’s 
conclusions are for the most part in line with those presented in 
that report. 

This paper should be read carefully by all business leaders. 
The direction which their efforts should take is mapped clearly. 


—THE EDITOR 
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Many thought at first that our war 
production could be carried on without 
interfering with normal production for 
civilian purposes. We have since 
learned that the requirements of war- 
fare today are immeasurably greater 
than ever before and that the full in- 
dustrial might of this nation must be 
mobilized to insure the defeat of our 
enemies. In view of the fact that those 
enemies had a head-start of years in 
the accumulation of the implements of 
war, it was fortunate indeed that this 
country possessed an industrial sys- 
tem with a productive ability incom- 
parably superior to that of any other 
nation. 


THE MAGNITUDE OF THE TASK 


The production goals set for Ameri- 
can industry as its part in the war ef- 
fort must seem staggering indeed to 
our enemies. The requirements are 
enormous, whether viewed in terms of 
money, raw materials, or manufactured 
products. The cost of the war may well 
be over 250 billion dollars, represent- 
ing about 8 times the total expendi- 
tures of the Federal Government at 
the time of the last war in the years 
1917-1919. Perhaps it may help us to 
realize the true magnitude of this war 
cost if we measure its significance to 
the average family. It means $8,000 
for every family in this country, enough 
to build and furnish a modest home. 
Viewed in terms of income, such ex- 
penditures are equivalent to ‘$30 ev- 
ery Thursday,” to use the title of one 
of the depression schemes, for every 
man, woman, and child in this nation 
for a period of 15 months. 

The program for 1942-1943 of 185,- 
000 airplanes, 10,000,000 d.w.t. of 
ships, 120,000 tanks, and countless 
other implements of war, seems almost 
fantastic in relation to the small pro- 
duction of these items in 1939. The 
raw material requirements of such a 
program are so huge as to tax even 
some of our abundant resources and to 
force us into the development and use 
of low-grade resources or substitutes. 
Three years ago these goals might well 
have been considered impossible, but 
today, due to miracles of technology 
and the native ingenuity of our man- 


agers and workers, they seem well 
within the reach of American industry. 
Expenditures for military purposes have 
already increased 35-fold from 153 
million dollars per month in the sum- 
mer of 1940 to 514 billion dollars 
per month in the fall of 1942. These 
expenditures are anticipated to reach a 
level of more than 714 billion dol- 
lars per month in the last part of 1943, 
at which time they will absorb more 
than one half of our entire national 
production. Such adjustments will be 
a tribute not only to the determination 
of the people of this country to devote 
themselves to the winning of the war, 
but also to the organizational and pro- 
ductive ability of American industry. 


GENERAL CHANGES IN THE 
ECONOMY 


The extraordinary changes in indus- 
trial operations as a result of our war 
program can be measured in several 
different ways. One important indica- 
tion is the increase in production over 
1939. The Federal Reserve Board In- 
dex of Industrial Production will aver- 
age 180 this year, a gain of 70 per cent. 
over 1939. Even more significant is 
the fact that the index of durable man- 
ufactures has increased more than 130 
per cent. The output of non-durable 
manufactures has shown a much 
smaller gain, less than 30 per cent., as 
it has been necessary to curtail the pro- 
duction of many civilian goods in or- 
der to provide for expansion in war 
goods. The rise in production has been 
reflected in a substantial increase in 
national income froma rate of slightly 
more than 70 billion dollars a year in 
1939 to 115 billion dollars now. This 
represents a gain of more than 60 per 
cent. in the short space of 3 years, and 
if this gain could have been devoted to 
the satisfaction of consumer wants, it 
would have meant a tremendous in- 
crease in the standard of living. How- 
ever, the war has required such a large 
diversion of goods to military purposes 
that there are actually fewer goods re- 
maining for the satisfaction of con- 
sumer wants. 

The change in production has ne- 
cessitated not only a conversion of in- 
dustry but also a major readjustment 


in the labor force. It is estimated that 
only 1,300,000 workers were engaged 
in making war products in 1940, com- 
pared with 12,800,000 now and a peak 
of 20,000,000 anticipated for 1943. 
The number of workers engaged in 
producing goods for civilian use has 
declined from about 29,000,000 in 
1940 to less than 23,000,000 now, and 
may continue to a point under 20,000,- 
000 in 1943. Coincident with the in- 
creased labor requirements of war in- 
dustries, there has been an expansion 
in armed forces and Government per- 
sonnel. The size of our armed force 
has increased from 800,000 in 1940 to 
perhaps 5,500,000 at present, and is 
projected to reach 10,000,000 or more 
by the end of 1943. Government em- 
ployment, which was 4,300,000 in 
1940, has expanded to 5,400,000 in 
1942, and may reach 6,000,000 in 
1943. 

The increased requirements for la- 
bor in war work have been met (1) 
by a reduction in the number of unem- 
ployed, (2) by a shift from civilian 
industry and agriculture, and (3) prin- 
cipally by augmenting the labor force 
through employment of younger and 
older workers and of large numbers of 
women. It is estimated that the labor 
force has increased from 48,000,000 
in 1940 to more than 55,000,000 in 
1942 and will reach 63,000,000 in 
1943. These new workers have proved 
quick to learn, and industry has ad- 
justed its processes into simpler tasks 
in order to make maximum use of rel- 
atively unskilled labor. 


CHANGES IN MAJorR INDUSTRIES 


Although the achievements of in- 
dustry as a whole in the war effort are 
impressive enough, the most startling 
gains are revealed only by a study of 
individual enterprises and industries. 
There are many thousands of enter- 
prises in this country, both small and 
large, which have turned their entire 
facilities to the manufacture of war 
goods and have achieved amazing re- 
sults. A substantial number of these 
units are producing far more today 
than in their best peacetime years, and 
some of the largest corporations are 
producing 2 and 3 times as much as 
their normal output. A brief glance at 
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some of the nation’s major industries 
will indicate the extent of our wartime 
adjustment and the magnitude of the 
postwar readjustment. 

The Aircraft Industry: The produc- 
tion of aircraft illustrates perhaps bet- 
ter than anything else the enormous re- 
quirements of modern warfare. In 
1939, output did not exceed 2,500 mil- 
itary planes and 7,500 planes of all 
types. Now we look forward to the 
production of 60,000 planes in 1942 
and 125,000 in 1943, and as these 
planes will be used for military pur- 
poses, their manufacture represents a 
far more difficult job than indicated 
even by the numerical increase. Viewed 
in terms of employment and output, 
aircraft production has been converted 
from a minor part of our economy to 
a new major industry. The horsepower 
of the engines required for the pro- 
gram probably approaches or exceeds 
that of all automobile engines pro- 
duced in a normal year. The employ- 
ment of the industry is estimated to 
reach a wartime peak of 1,700,000, 
compared with a prewar level of 25,- 
000. The task of converting such an 
industry to peacetime uses is apparent 
at a glance. 

The Automobile Industry: The auto- 
mobile industry ranks among the larg- 
est in normal times, and its adjust- 
ments are a good indication of what 
has happened to our entire economy. 
The production of automobiles has 
been discontinued entirely, except for 
essential military vehicles. A large part 
of the industry’s facilities have been 
converted to the manufacture of tanks, 
guns, aircraft engines, and the like. It 
is estimated that this industry will pro- 
duce three-fourths of our aircraft en- 
gines, one-third of all machine guns; 
and two-fifths of all tanks. The indus- 
try has a normal peacetime production 
of motor vehicles of 3-1/2 to 4 bil- 
lion dollars a year. It is now operating 
at a rate of 6 billion a year, and is ex- 
pected to reach a peak of 10 billion 
per year of war materials. Although it 
was formerly one of the largest em- 
ployers, the number of workers in the 
industry is expected to increase from a 
prewar level of 600,000 to a maximum 
in the present emergency of 1,500,000. 

Shipbuilding: The shipbuilding in- 


dustry was a relatively small one in 
the prewar period, employing 62,000 
workers and turning out about 1 mil- 
lion d.w.t. a year. Its present program 
is to produce 8 million d.w.t. in 1942 
and 10 million d.w.t. in 1943. Its 
achievement is indicated by the fact 
that 93 ships were launched in Sep- 
tember, 1942, aggregating more than 
1 million d.w.t. and equivalent to the 
entire production of ships in 1941. 
Maximum employment by this indus- 
try during the war is expected to reach 
1,250,000. 

The Steel Industry: Steel is a basic 
raw material, as essential to industrial 
operations in peace as it is for military 
purposes in war. The production of 
the industry is expected to approach or 
exceed 90 million tons a year during 
the war, an increase of 50 per cent. 
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over the peacetime peak. The industry 
has operated for more than 2 years at 
or above 95 per cent. of capacity. The 
capacity of electric furnaces making al- 
loy steels has been increased 75 per 
cent., as the production of these steels 
is essential for armor-plate and other 
military uses. The employment of the 
industry is estimated to increase from 
a prewar level of 500,000 to 675,000 
during the war. 

Nonferrous Metals: Copper, zinc, 
lead, aluminum, magnesium, and other 
nonferrous metals are as important as 
steel in the war effort. The require- 
ment for these metals will be 5 million 
tons a year under our maximum war 
effort, compared with 2 million tons 
in normal times. The shortage of these 
metals is so great that their use for 
nonessential purposes has been elimi- 
nated or drastically curtailed. The 
light metals used in aircraft produc- 
tion, aluminum and magnesium, have 
undergone an exceptional increase. 
The production of aluminum in 1943 
is expected to reach 2,100,000,000 
pounds, or over 1,000,000 tons, repre- 
senting about 7 times the production 
of 1939. The production of mag- 
nesium in 1943 should reach 630 mil- 
lion pounds, or 50 or 60 times the out- 
put prior to the defense program. 

Machine Tools: The machine tool 
industry is basic to the war effort in 
that it produces the machines used in 
converting metals into finished war 
materials. In one sense, it is the heart 
of our mass-production methods. Its 
current rate of production is about a 
billion and one-half dollars a year, 
which is twice the production of 1941 
and 7 times the production of 1939. It 
is interesting to note that the produc- 
tive capacity of the machine tools made 
in 1940 and 1941 was reported to 
be equivalent to that of all previous 
machine tools in existence in the United 
States. It is estimated that 350,000 ma- 
chine tools will be produced in 1942, 
compared with 194,000 in 1941, and 
many will be much more complex than 
before, reflecting the more exacting re- 
quirements of war production. 

The Petroleum Industry: The petro- 
leum industry represents another large 
sector of our economy in peacetime 
which has been greatly influenced by 
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the war. It has been called upon to 
produce at least 250,000 barrels per 
day of aviation gasoline, principally 
100 octane, according to the latest pub- 
lished information. This gasoline is es- 
sential for the more efficient perform- 
ance of our airplanes, but production 
in such quantities represents a substan- 
tial achievement, as 100 octane gaso- 
line was a laboratory curiosity about 
10 years ago, and its production 
amounted to less than 40,000 barrels 
per day in the early part of 1941. The 
industry has also been called upon to 
manufacture large quantities of other 
essential war products, such as toluene 
for explosives, special fuel oil for 
the Navy, aviation engine lubricants, 
and the like. It will account for 
about 75 per cent. of the synthetic rub- 
ber program which is scheduled to pro- 
duce more than one million tons a year 
by the end of 1943. Therefore, syn- 
thetic rubber production by this in- 
dustry alone will equal or exceed the 
United States’ use of natural rubber 
in 1941 of approximately 775,000 
tons. 


THE POSTWAR PERIOD— 
PROSPERITY OR DEPRESSION? 


The changes reviewed in the previ- 
ous section illustrate the vast transfor- 
mation which the war has forced on 
our economy. In effect, we have con- 
verted our normal production of auto- 
mobiles, electric refrigerators, gas 
stoves, plowshares, and a thousand 
other ordinary items into tanks, ships, 
planes, guns, and munitions. We are 
witnessing an industrial revolution 
which has taken place in a few years, 
instead of a generation or more which 
might normally be required for changes 
of equal magnitude. As a result of 
these changes we have increased the 
productive capacity of our economy by 
perhaps 50 per cent., so that it will be 
capable of providing an income of 
120-150 billion dollars a year, as 
against its prewar capacity of 80-100 
billion dollars. Our task after the war 
will be to utilize fully that potential 
capacity for the satisfaction of con- 
sumer wants. In other words, we shall 
have to increase the production of con- 
sumers’ goods and services in a meas- 


ure corresponding to the reduction in 
expenditures for war purposes, which 
may amount to 60 or 70 billion dollars 
a year. Viewed in this light, there are 
some who think that without the ab- 
normal regulations and inducements 
incident to war, the task of reconver- 
sion may be much more difficult than 
the original transition, and that the 
war will be followed by a severe and 
prolonged depression instead of an 
era of economic prosperity and _sta- 
bility. 


THE ECONOMY’s FUTURE 
CHALLENGE 


The pressure of war and the role 
which Government must assume in 
such a period has hastened the con- 
version of the past three years. The 
orders by Government for billions of 
dollars worth of equipment, the fi- 
nancing by Government of a large 
part of the capital expenditures re- 
quired for war production, and the 
strict regulations prohibiting the 
manufacture of certain goods in order 
to release materials for war, have all 
contributed to a quick adjustment. 
Government expenditures for war 
have been of such magnitude as to 
make the large sums spent for ‘‘pump- 
priming” during the depression seen 
relatively small by comparison. With 
the assurance of Government con- 
tracts and orders, industry has been 
relieved to a large extent of the risks 
involved in an uncertain market de- 
mand, even though it has thereby ac- 
quired other problems equally difficult. 

Having made the conversion to 
war production under these circum- 
stances, can private industry reconvert 
to peacetime production without ma- 
jor financial assistance from Govern- 
ment in the form of public works, un- 
necessary military expenditures, and 
the like? Can industry convert success- 
fully to peace and provide satisfactory 
jobs in keeping with the ability of all 
capable and willing workers who will 
return to or should remain in the labor 
force after the war? Will workers en- 
joying wartime jobs and pay out of 
keeping with their real ability be satis- 
fied with more normal conditions? 


Will Government do its share to fa- 
cilitate reconversion to peace? Above 
all, can this transition be made with- 
out such a degree of Government reg- 
ulation and expenditures as to change 
completely our present economic sys- 
tem? That is the future challenge to 
our economy. 


THE NATURE OF THE POSTWAR 
PROBLEM 


The task ahead of American indus- 
try, if it is to maintain its traditional 
form, is indeed a large one. Only 
through the greatest skill and foresight 
on the part of our industrial leaders 
and managers will we be able to meet 
successfully our postwar problems. 
The risks will be great, but no more 
insurmountable than those faced time 
and again by American industry in 
the past. If we fail, there is an even 
greater risk—that we will lose the eco- 
nomic system and the political democ- 
racy that we have fought to preserve. 
We must not allow that te happen, for 
if it does, this war, too, will have been 
fought in vain. 

Industry must make its plans now 
for reconversion to peace if it is to 
weather the postwar period success- 
fully. There is no doubt about our 
ability to produce goods in the future 
in much larger quantities than ever 
before. Our technology and our ma- 
chines are such that an abundant life 
is well within our reach. The only real 
question is whether we can improve 
our distribution of goods so that cap- 
ital investment and consumer pur- 
chases will absorb the entire produc- 
tion and keep the system operating at 
capacity. It would be tragic indeed to 
confess that we lack the ingenuity to 
make our economic system operate at 
capacity for the satisfaction of con- 
sumer wants, when we know how well 
it can operate under the pressure of 
war. Industry has proved its merit and 
usefulness during the war, and it must 
remain in good standing by being 
equally useful in the postwar period. 
Fortunately, there will be important 
circumstances which will help it to 
meet the challenge of the postwar 
period. 
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Factors WHICH May FACILITATE 
PosTWAR READJUSTMENT 


If we approach the future with a 
defeatist attitude or with the deter- 
mination that our present economic 
system must be reformed to some ideal 
pattern, we cannot hope to meet the 
postwar task successfully. On the 
other hand, if we approach the future 
intelligently and with the unalterable 
determination that we will achieve as 
great success in the production of 
peacetime goods as we have in the im- 
plements of war, there are many fac- 
tors which will help us achieve that 
success. The requirements of war have 
forced us to forego the satisfaction of 
many consumer wants, and by the end 
of the war, there should be a tremen- 
dous accumulated demand for many 
commodities. In addition, the war has 
promoted great technological prog- 
ress which will lay the foundation 
for lower costs and for many new 
products, thereby creating new mar- 
kets. Finally, the depression and the 
war have taught us a great deal more 
than we knew before about the oper- 
ation of our economy. That knowl- 
edge can be used by industry and Gov- 
ernment to formulate policies which 
will promote industrial expansion in 
the postwar period. Each of these fac- 
tors will be of major importance in 
facilitating our readjustments after the 
war, and deserves careful considera- 
tion. In this brief analysis we can 
point out only their general implica- 
tions. 


DEFERRED DEMAND 


Consumer Demand: In 1941, the 
United States produced 4,800,000 au- 
tomobiles, 3,500,000 electric refriger- 
ators, 13,000,000 radio sets, and 
countless other durable and nondura- 
ble consumer goods. These volumes 
by no means represented complete 
satisfaction of consumer wants for the 
commodities in question, and we have 
every reason to believe that quantities 
as great as these could be consumed 
every year. Because of the shortage of 
materials, a great many of the com- 
modities available in peacetime are no 
longer being produced. If the war 
lasts two or three years there will be a 
backlog of demand for millions of 


consumer items. It is difficult to esti- 
mate the magnitude of this deferred 
demand, but it is apparent that it will 
be sufficiently large to provide a ma- 
jor impetus for successful conversion 
to a peacetime economy. One engi- 
neer has estimated that we need 1,500,- 
000 houses a year to make up for the 
deficiencies of the depression and the 
war period and to provide adequate 
replacements. This would be far in 
excess of the prewar volume of resi- 
dence construction, and this one item 
alone would provide great opportuni- 
ties for employment and capital in- 
vestment. 

These deferred demands will be ef- 
fective in stimulating the economy 
only if they are adequately supported 
by purchasing power. That purchas- 
ing power may be secured either from 
past savings or from current income. 
If we are successful in preventing in- 
flation, there will be a very substan- 
tial volume of savings at the end of 
the war. It is estimated that after buy- 
ing the available goods at prevailing 
prices and paying taxes under the 
latest bill, there will still be about 30 
billion dollars a year for savings, com- 
pared with a normal amount of 10 or 
12 billion dollars a year. These sav- 
ings may be used to reduce consumer 
debt, purchase war bonds, or for other 
purposes, and they may be voluntary 
or compulsory, but the net effect 
should be to provide a backlog of 
purchasing power of perhaps 50 bil- 
lion dollars or more for the postwar 
period. In addition to accumulated 
savings, the successful conversion to 
peacetime production will provide 
the high level of current income which 
is the best assurance of large and sus- 
tained demand. 

Industrial Demand: Industry is also 
having to do without investments and 
purchases which would be made nor- 
mally, and is accumulating a deferred 
demand similar to that of consumers. 
The air lines will need to expand their 
equipment several-fold to handle new 
business. The railroads will require 
steel in order to take care of depreci- 
ation and replacements postponed 
during the war. They will need new 
equipment to improve their competi- 
tive position with trucks and air lines. 
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The petroleum industry, now limited 
to half of its normal drilling by ma- 
terial shortages, may return to the 
drilling of 30,000 oil wells a year. In- 
dustry, in general, will need to take 
care of depreciation and obsolescence 
for which neither materials nor time 
is presently available. Barring un- 
sound tax policies, industry will be 
improving its financial position dur- 
ing the war so that it may make new 
investments in machines, build fac- 
tories strategically located with re- 
gard to new sources of raw materials 
and power, and make other improve- 
ments. Industry and consumers to- 
gether will have a great backlog of 
demand against which orders may be 
placed when peace returns. 


IMPROVED TECHNOLOGY 


Techniques: There is an old adage 
that says. “It’s an ill wind that blows 
no good.” This may be said even of 
war, for it acts as a hothouse for tech- 
nological progress and forces us 
through necessity to develop new ma- 
terials and new methods. In the very 
process of building 185,000 airplanes 
or 18,000,000 d.w.t. of ships, we 
learn amazing short cuts. A few illus- 
trations will indicate the nature and 
importance of improved techniques. 
The time required for boring plane 
propellers has been reduced from 8 
hours to 20 minutes. The time for 
completing a wing-panel job has been 
cut 75 per cent., with a reduction in 
cost of $1,000 per bomber. In making 
large numbers of precision instru- 
ments for planes, it has been found 
possible to replace watchmaker’s jew- 
els with minute steel ball bearings, 
with improved performance. An auto- 
matic gun which was placed in pro- 
duction at a cost of $1,200 is now 
turned out so much quicker and easier 
that its cost has been cut 40 per cent. 
in 18 months. A lightweight Diesel 
marine engine has been developed re- 
cently which occupies one-third of the 
space of old engines, yet produces the 
same horsepower. Countless other ex- 
amples might be cited to show the re- 
duction in time and cost of manufac- 
ture resulting from the exigencies of 
wat. 

Materials: In materials, as in tech- 
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niques, we have made tremendous 
strides. The great expansion in the 
production of light metals opens up 
vast possibilities. After the war we 
may expect aluminum and magne- 
sium to be used not only in airplanes 
but in automobiles and trains and 
many other commodities. The in- 
creased output of steel alloys may 
serve to provide a more stable mar- 
ket for this basic material, and at the 
same time improve the quantity of 
steel products. Improved petroleum 
technology may result in revolution- 
ary changes in automobile engines, and 
may create a broad new field of chemi- 
cal products. Plastics, synthetic ma- 
terials of various types, new forms of 
glass that are unbreakable and that 
may be easily cut and molded to 
shape, laminated wood, and many 
other improved materials that were 
relatively new a few years ago may 
be available in abundant quantities 
after the war. Such developments as 
air conditioning, fluorescent lighting, 
radios with television and without 
static, may become as common in the 
average household as the telephone. 

It has sometimes been said that our 
free enterprise system is doomed be- 
cause of the passing of the frontier 
and the decline in the rate of growth 
of the population. Beyond question 
those factors do have an effect upon 
our economy, but they are not the 
only ones which have accounted for 
the rapid growth and the great im- 
provement in the standard of living 
in this country. The greatest frontier 
of all, that of technological progress, 
will never be closed. Industry must 
lay plans now to use new techniques 
and materials to produce better and 
cheaper goods. The task of all indus- 
trial leaders is to see that technologi- 
cal progress is used promptly and fully 
for the satisfaction of human wants. 
We need not fear technological unem- 
ployment, for experience has shown 
that where machines are developed 
to make goods better and cheaper 
than ever before, an increase in produc- 
tion and demand and a rise in the 
standard of living can occur which 
permits continued full employment. If 
our technology ever reaches the stage 
where the only manual labor required 


is that of pressing buttons for a few 
minutes a day, we need have no fear 
that that will mean ruin and starva- 
tion for the workers. In such a millen- 
nium our only task would be to see 
that the benefits of the goods pro- 
duced by such a system were distrib- 
uted to provide a higher standard of 
living than previously existed. 


INDUSTRIAL POLICIES FOR THE 
FUTURE 


If we are to make proper use of our 
resources, using that term broadly to 
include techniques and manpower and 
raw materials, we must give far more 
consideration to industrial policies of 
private enterprise and Government than 
before. An unwise policy of taxation by 
Government or an ill-considered price 
policy by industry may do far more in- 
jury to our economy than several years 
of warfare. If we operate our economic 
system with intelligence and efficiency, 
we can repair the ravages and destruc- 
tion of war, and we can create a na- 
tional income which will make our 
war debt bearable. If we fail to pro- 
vide adequate employment and income, 
we can expect experiments which may 
entirely alter the form and character 
of our economic system. It remains to 
be seen whether both private enter- 
prise and Government will pursue pol- 
icies which promote maximum produc- 
tion and income for the economy. With 
a better understanding between these 
groups, there is reason to hope that 
the policies of the future will lead us 
to the summit of permanent prosperity 
rather than into the valley of depres- 
sion. 

Government Regulation: Govern- 
ment will have an important part and 
a serious responsibility in the successful 
operation of the economy after the war. 
It has stepped into the field of eco- 
nomic regulation to an increasing ex- 
tent, and whether we like it or not, 
that regulation will probably continue 
to be substantial. Under the circum- 
stances, it is tremendously important 
that the regulation established should 
promote, rather than hinder, the ef- 
fective operation of the economy. Al- 
though in many cases the regulations 
imposed have served to correct abuses 
in the system, too frequently in the past 


the economic policies of the Govern- 
ment have not served to lessen the task 
of the industrial system. Some unsound 
economic policies, such as high tariffs, 
have reflected the self-interest of busi- 
ness groups; others have been initiated 
by farm blocs seeking agricultural 
“price parity’; still others have not 
been the result of any particular pres- 
sure, but have just happened to de- 
velop and have never been corrected. 
All of these policies have an influence 
on the economy for better or for worse. 
Frequently, they serve to create rigid- 
ities and to freeze certain sectors of 
the economy to the detriment of its 
efficient operation. To insure freedom 
of choice to the people, we must see 
to it that the fundamental economic 
beliefs and aims of our public admin- 
istrators are crystal clear. If the desire 
of our Government is to maintain free 
enterprise and to insure a more abun- 
dant life, then its economic policies 
must be considered with great care. 
Those policies must be redesigned to 
promote maximum production and ef- 
ficiency. They must encourage maximum 
private investment in order to provide 
full employment. 

Public Works. At times Government 
may be justified or forced to carry on 
extensive public works, but this will 
happen only if private industry does 
not afford adequate employment and 
income. All of you know that the Gov- 
ernment is making plans for postwar 
public works, and many of you may be 
opposed to such plans. Such opposition 
may be warranted, particularly of proj- 
ects which are unsound or which pri- 
vate enterprise can do in a manner 
which will serve the public welfare as 
well or better. If we must resort to 
public works in the future, this plan- 
ning ahead at least offers a possibility 
that we can help select more useful 
projects than we had during the last 
depression. Regardless of their merits 
or faults, there will be public works 
again if private industry fails to pro- 
vide full employment. Our most intel- 
ligent course is to guide the planning 
so that if and when the Government 
must resort to public works, the com- 
munity will receive full value in terms 
of welfare and satisfaction. Public 
works, such as well planned highways, 
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flood control measures, and conserva- 
tion of natural resources, may even 
offer a basis for increased production 
by private enterprise, and to that ex- 
tent may prove as useful to the econ- 
omy as private investments. 

Taxation: In the field of taxation, 
Government exercises a particularly 
powerful influence over private enter- 
prise. Our first great Chief Justice, 
John Marshall, said in an early case that 
the power to tax is the power to de- 
stroy. The validity of that statement 
becomes increasingly apparent with the 
ever higher level of taxation. If Gov- 
ernment is determined to reform our 
economic system or to change it en- 
tirely, it can do so through its tax pol- 
icies. An unwise fiscal measure can 
reduce national income all out of pro- 
portion to the revenue which it raises. 
On the theory of raising revenue with 
the least complaints, the Government 
has resorted to increasingly heavy taxes 
on corporations and business enterprises 
generally. This taxation has reached 
the point where it definitely appears 
to be detrimental to the economy. Even 
among influential Government econ- 
omists, we find a belief that in order 
to encourage venture capital to under- 
take new enterprises and expansions 
we should (1) abolish excess profits 
and capital gains taxes, and (2) re- 
duce the level of taxes on business 
after the war, and depend to a larger 
extent upon personal income taxes 
graduated according to ability to pay. 
Tax allowances for capital investment 
and for the maintenance of employ- 
ment may well be useful in the post- 
war period. Our theory of taxation 
should be such as to promote increased 
production. If we can establish a tax 
system which will penalize restriction of 
production and reward capacity oper- 
ation, we may help the economy to con- 
tinue operating at its present high 
level. If we follow an opposite policy, 
we will surely destroy our present econ- 
omy. 

Business Policies: So long as we 
maintain our present system, the pri- 
mary responsibility for effective te- 
conversion of war industries to peace- 
time production will rest upon private 
businessmen. Operating within the 
framework of the rules established by 


Government—and it is to be hoped 
that the rules will be as intelligent as 
possible—it will be the responsibility 
of our industrial leaders to provide 
employment, devise new products, and 
maintain a high level of production. 
Our competitive system of the past, in 
spite of the known wastes which it in- 
volves, has paid rich national divi- 
dends, as reflected in an improved 
standard of living. Businessmen have 
taken risks in the past, and many of 
them have failed, but those who have 
succeeded have produced more goods 
per capita for this country than has 
any other system. In the pursuit of 
profits, business has created new mar- 
kets by increasing the appeal of prod- 
ucts and by lowering prices to bring 
goods within the reach of many more 
millions. Business has learned that re- 
search is profitable. It has learned that 
good labor relations and good public 
relations are profitable. An increasing 
proportion of our industrial leaders are 
taking into consideration the long-run 
view and realize that it is better to 
have a modest and reasonably stable 
profit than to have an exorbitant profit 
for a short period of time, followed 
by long periods of depression. 

The Profit Motive: Naturally, under 
our system private enterprise must be 
operated for profit, or at least for the 
possibility of such profit. There is no 
compelling reason why a profit system 
should not operate to produce the max- 
imum quantities of consumers’ goods 
as well. To hear some explanations of 
the business cycle, an uninformed ob- 
server might think that business makes 
its maximum profit from depressions. 
Quite the contrary is true. Business is 
prosperous when the economy is pros- 
perous, and business is as anxious as 
the mass of the people to provide full 
employment and a high level of pro- 
duction. What we all must all realize 
is that every element of the economy 
fares better under maximum produc- 
tion. An individual group, such as la- 
bor or agriculture, may gain tempo- 
rarily by depriving some other group 
of its fair share of income, but in the 
long run all groups in the economy 
can prosper only if the entire economy 
is operating efficiently. The intelligent 
businessman today is certainly not the 
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mythical “cold-blooded capitalist’”” who 
seeks to make the maximum penny of 
profit regardless of the effect on em- 
ployees or customers. The industrial 
leaders of today take into consideration 
the probable effect of, their policies 
upon the operation of the economy, 
and frequently sacrifice some measure 
of immediate profit in order to main- 
tain satisfactory labor, consumer, or 
public relations, knowing that this 
course is the wisest in the long run, 
even when viewed solely from a profit 
standpoint. 


CONCLUSION 


MANAGEMENT—A NATIONAL ASSET 


Business is passing through a diffi- 
cult period of transition in which the 
rules of the game are changing and in- 
creasing regulation is being exercised 
by Government. In many cases the au- 
tomatic adjustments of a freely com- 
petitive economy have been disturbed 
or destroyed without first providing 
adequate substitution. Industry cannot 
operate effectively in such a period of 
transition and uncertainty, nor can its 
leaders be expected to do their best, 
when they are maligned and looked 
upon as a detriment to the system which 
they serve. As a group they are fully 
as public-spirited and as interested in 
the welfare of the economy as any other 
group, whether it be labor, or Gov- 
ernment, or the consumers. Industrial 
leaders have performed an invaluable 
service in the economic history of this 
nation. Their ability to organize all 
productive resources into an efficient 
business unit is not given to everyone. 
Management is a vital national re- 
source, as important in the future wel- 
fare of our economy as techniques or 
raw materials. Without superlative 
managerial ability we could never have 
met the requirements of our war pro- 
gram. Given an opportunity, our indus- 
trial leaders can do an equally efficient 
job for a peacetime economy. The abil- 
ity of our economy to give an outstand- 
ing performance in the postwar period, 
however, will depend upon a clear 
recognition of the role and responsibil- 
ity of private enterprise and of Gov- 
ernment. If Government will see that 
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its rules and regulations are fair and 
reasonable, private industry may be 
counted upon to do its part. 

The responsibility of Government 
for the successful operation of our 
economy in the postwar period will 
be tremendous. The task of readjust- 
ing after the war will probably be the 
most severe test that this nation has 
ever faced, and the role of Govern- 
ment in dealing with that task will be 
greater than ever before. Government 
must make maximum use of the man- 
agerial ability of private business in 
order to meet the postwar problem 
successfully. If it does not take ad- 
vantage of that managerial ability 
which has been so important to our 
progress in the past, and the economy 
breaks down, then the faulf will lie 
with Government and not with indus- 
try. The Government’s policies will be 
so important that its officials must be 
selected with unusual care by the vot- 
ers. The responsibility of the voters is 
to be well informed, to avoid the 
guiles of the demagogue and the 
would-be dictator, and to insist on 
sound Government policies and ad- 
ministration. If the voters will insist 
on sound economic policies by Gov- 
ernment, and if Government will see 
that its rules and regulations are fair 
and reasonable, private industry can 
be counted upon to do its part.” 

The challenge to the managers of 
our economy, whether those managers 
are in private industry or in Govern- 
ment agencies, is to create a better way 
of life than that provided by any other 
system. If they do that, the world will 
beat a path to their doorstep and will 
accept that way of life. We have noth- 
ing to fear from Communism, or 
Socialism, or any other ‘‘ism’” if we can 
convince the majority of our people 
that the way we have now is superior 
and will continue to be so. Again it is 
worth emphasizing that this will be 
decided by facts and not by theory. The 
future lies in the hands of those who 
manage our economic system. Through 
intelligent price policies, through im- 
proved products distributed efficiently, 
through well-planned regulation de- 
signed to stimulate rather than curtail 
production, and through a realistic rec- 
ognition that the wealth of a nation is 


to be found in terms of greater produc- 
tion for all rather than a greater indi- 
vidual share for some privileged group 
in a smaller total output, we can achieve 
a better economy and a higher stand- 
ard of living than ever before. 


THE STRUGGLE FOR GREATER 
PRODUCTION 


In the long run, that way of life 
will triumph which seems to offer the 
most advantageous compromise of ma- 
terial goods, security, and spiritual val- 
ues so highly cherished by the majority 
of our people. No system can expect 
to continue simply because it has been 
good in the past. It must stand or fall 
in terms of its performance today and 
the expected results which it will pro- 
duce tomorrow. No economy has ever 
been absolutely static, and it is prob- 
ably true that when any economy ap- 
proaches a static state, it is on the 
way out. What we call a ‘‘free enter- 
ptise system” today is a vastly differ- 
ent thing from that described by Adam 
Smith in the Eighteenth Century as a 
system of “laissez faire.’ The system 
has been changing constantly, some- 
times voluntarily and sometimes under 
compulsion of Government action. 
Many of the changes have been good, 
and there are few individuals today 
who would wish to see a return of the 
abuses prevalent a century ago in an 
almost completely unregulated econ- 
omy. 

The ultimate test of an economic 
system is in terms of the satisfaction 
which it yields to the people who live 
under it. Even though the great mass 
of our people may not be informed as 
to the fine workings of our economic 
system, they can tell whether it ap- 
proaches the fulfillment of their wants. 
If it does so in a reasonable way, they 
will be satisfied, and that system will 
continue. If it does not satisfy their 
wants reasonably well, then they will 
experiment with modifications of less 
drastic nature, depending on the extent 
of their discontent, and they will try 
to evolve a better system. That is not 
to say that they will succeed. Certainly 
they can hardly be blamed for striving 
toward a better goal, for that is an in- 
alienable human right and character- 
istic. 


TOWARD A BETTER WORLD 


The challenge of the future is clear, 
even if the outcome is not. No one can 
well predict today to what extent we 
will take advantage of our new tech- 
niques and new materials to improve 
the postwar world. The changes in the 
next 25 years may far outshadow those 
of the last quarter century. At the be- 
ginning of the first World War it 
would have taken a venturesome spirit 
indeed to predict that our national in- 
come would double in the space of 11 
years and reach a level of 75 billion 
dollars by 1925. The changes which 
have occurred since 1914 could hardly 
have been conceived by anyone at that 
time. What an imagination it would 
have required to predict that we would 
ever produce nearly 5,000,000 automo- 
biles in one year and 3,500,000 elec- 
trical refrigerators, which were then 
almost unheard of, and 13,000,000 
radios, and that we would have 22,- 
000,000 telephones. Such a prophecy 
in 1941 would have seemed fantastic 
to the well-informed man of that day. 
And such a prophecy if it had been 
made then might not have come true, 
for it depended on many developments 
which were not then known and on 
the policies of our industrial managers 
with regard to production, price, em- 
ployment, wages, and countless other 
factors which influence the growth of 
our economy. 

It would be equally rash today to 
attempt to forcast the developments of 
the next 25 or 50 years. We can say 
with assurance only that there do exist 
tremendous possibilities for lowering 
the cost of goods and for improving 
the quality and for creating new goods 
which will satisfy consumers’ wants. 
We can safely say that the wants of 
consumers are practically limitless and 
that with the right combination of 
production and distribution, we can 
operate our economy at a maximum 
rate for years to come without ex- 
hausting that demand. If we can be as 
intelligent in establishing proper in- 
dustrial policies as we have been in 
discovering new materials and tech- 
niques, we will meet the challenge of 
the postwar period and create a better 
world than we can even dream of to- 
day. 
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How Inflation Is Being Fought 


When your Mr. Ecke asked me to 
come and speak to you about wage 
and price control in Canada, I ac- 
cepted with great pleasure, because I 
thought it would give me an oppor- 
tunity to look into a subject with which 
I was not altogether familiar, hav- 
ing spent most of the last two years in 
Germany, where the controls we were 
subjected to were of a different nature. 
I feel as if I were bringing coals to 
Newcastle by bringing controls to a 
group of controllers. Your Mr. Ecke 
has however put me somewhat at my 
ease by telling me that you do not 
know very much about the subject. 

And so I shall attempt a brief story 
of inflation control in Canada by the 
method of price and wage control. It 
is hardly necessary to point out the in- 
ter-relationship that exists between 
these two subjects, and again it is 
hardly necessary for me to say that 
the controls which have been exercised 
in Canada for some time now may 
have served as a testing ground for the 
elaboration of United States policy in 
these matters. I can begin by saying 
readily that in Canada the people have 
accepted these stringent controls in a 
spirit of cooperation, as they believe 
them to be a necessary part of a war 
which affects all of them. All that 
they ask is that the sacrifices shall be 
shared equally throughout industry, 
commerce, agriculture, labor, and gov- 
ernment; in other words, by all of 
the Dominion’s population. 

The first task on Canada’s entry into 
the war was a gigantic one, and un- 
like the United States, which has had 
some time to adapt itself gradually to 
the changes brought about by war and 
the prospect of war, the reorganizing 
and mobilizing of Canada’s entire re- 
sources for war purposes from a peace- 
time to a wartime basis was a very 
radical one, as war came as something 
of a shock. 


in Canada 


By T. J. Monty 


CONTROLLERS FUNCTIONING FOR 
GOVERNMENT 


At the outset, authority was vested 
in the Minister of Munitions and Sup- 
ply, who was empowered to mobilize 
control, regulate or restrict any branch 
of trade or industry. This authority 
has in practice been exercised princi- 
pally through: 


(a) Controllers, constituting the War- 
time Industries Board. These control- 
lers have mandatory powers of con- 
trol and wide jurisdiction to fix pri- 
orities and allocations over steel, 
metals, oils, power, timber, chemi- 
cals, machine tools, motor vehicles, 
construction of and repairs to build- 
ings, ship repairs, transit facilities, 
and miscellaneous supplies, such as 
silk and rubber. Their authority has 
been progressively extended to in- 
clude all products of importance. 

(b) The Priorities Branch of the Depart- 
ment of Munitions and Supply under 
a Priorities Officer, has wide powers 
to fix priorities of production, trans- 
port and delivery. 

(c) Government corporations which have 
been established and operate in 
leather, rubber, silk, wool and ma- 
chine tools, and this list has been 
increased to much wider fields. 


It was found necessary to reorganize 
the setup somewhat, late in 1941, and 
now the Wartime Industries Control 
Board under the chairmanship of the 
Priorities Officer has complete con- 
trol of the supply and allocation of 
commodities and materials essential to 


the war effort. This Board is respon- 
sible to the Minister of Munitions and 
Supply. The Wartime Prices and Trade 
Board was made the supreme authority 
in the whole field of price control, 
including controls established by the 
Department of Munitions and Supply, 
Agriculture and Fisheries, and by vari- 
ous Federal and Provincial boards. In 
addition, all goods and services not 
under the jurisdiction of controllers 
are now subject to the authority of the 
Wartime Prices and Trade Board, 
which is responsible to the Minister of 
Finance. This Board at the moment 
exercises control over most commodi- 
ties except materials essential to the 
war effort; however, sugar, coal, hides 
and leather, wool, oils and rentals are 
controlled through administrators by 
the Wartime Prices and Trade Board. 

Co-ordination of the policies of the 
two Boards is brought about by inter- 
locking membership, the chairman of 
each Board being a member of the 
other. At the same time, controllers 
become in the meantime members of 
the Wartime Prices and Trade Board, 
when action affecting the goods or 
services under their jurisdiction is be- 
ing considered. 


CONTROLS PRIOR TO INTRODUCTION 
OF PRICE CONTROL 


It would be well to summarize war 
controls from September, 1939, to au- 
tumn, 1941, or for the first two years 








CANADA REALLY CONTROLS INFLATION 


Mr. Monty is Acting Trade Commissioner for the Canadian 
Government, in Los Angeles. His address to the Los Angeles Con- 
trol of The Controllers Institute of America throws light on what 
our neighbor to the north has done to prevent and curb inflation. 
It is noteworthy that control is the prime factor in this pro- 
gram, and that the men who are operating it are controllers. 
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of the war. I take this action as in my 
mind at least it clears the subject to 
some extent and provides an oppor- 
tunity of examining the background 
which led to the introduction of Price 
Controls in Canada. 

The emphasis for the first two years 
of the war, where controls were con- 
cerned, was on marshalling war pro- 
duction and materials in order to in- 
sure their supply by conservation. At 
the end of 1941, Canadian industry 
began to feel the pinch of drastic con- 
trol measures to conserve rubber, steel, 
tin, and other items essential to war 
production. In addition, limited price 
control was operative covering rentals, 
coal, sugar, timber, milk and other 
similar items—broadly the necessities 
of life or essential materials of war 
supply. 

For the most part, this type of con- 
trol was directed towards removing 
bottlenecks of supply and to prevent 
undue rises. It was found that this 
piecemeal or selective control, and se- 
vere taxation, after two years’ trial, 
were not sufficient to prevent that bug- 
bear, inflation. A sharp rise in prices 
and costs in 1941 served as a warning 
to Canadians that inflationary forces 
were getting out of hand. Too much 
purchasing power was bidding for too 
few goods. I should like you to pay 
particular attention to this phrase, 
which sums up the situation leading 
to inflation. The bidding was against 
ourselves, competition in goods, man- 
power and service, for war and ordi- 
nary use. This resulted in tremendous 
pressure on prices, and in turn on costs 
of production. Unless controlled, this 
pressure promised to lead inevitably 
towards runaway inflation, with conse- 
quent disaster and collapse. 

Speaking on this subject, the Prime 
Minister of Canada, the Right Hon- 
orable Mr. W. L. Mackenzie King, on 
October 18, 1941, said in part: 


INFLATION: 
“The Menace of Inflation” 


“We have heard much in recent weeks 
about rising prices. They have affected 
the budget of every family in Canada. 
We have heard and seen something of 
the dangers of inflation. But compara- 
tively few of us, I imagine, understand 


those dangers fully, and what their ef- 
fect may be upon our lives and our la- 
bors. By inflation we mean a rise in prices 
and costs brought about by abnormal con- 
ditions whereby our money is able to 
buy less of the things we need. 


“Rising prices unless controlled will 
make it more costly and therefore more 
difficult to finance the war. Rising prices, 
unchecked, will spread confusion and un- 
certainty in industry and trade. They will 
hinder production and the proper distri- 
bution of wages and salaries. The value 
of savings will be materially lessened. 
The result would be hardship to nearly 
every one, and hardship in very unequal 
measure. 

“It is scarcely necessary for me to say 
that a rising cost of living is a source of 
acute personal anxiety to all and, particu- 
larly, to those with small incomes. And 
it is this very anxiety which is the dan- 
ger to our war effort. For in the making 
of war, no weapon is more powerful than 
peace of mind. We all know that we can- 
not do our best work and put forth our 
utmost effort if we are beset by personal 
fears and anxieties. And we know that 
a maximum war effort for Canada de- 
pends upon each and all working together 
in conditions that are just to all. That 
is why the government, which is respon- 
sible for the direction of Canada’s war 
effort, is deeply concerned about the ef- 
fect of rapidly rising prices upon the 
prosecution of the war. That is why the 
government has decided that hereafter 
prices must be controlled more rigorously 
than they have been during the first two 
years of war. The needs of today demand 
it. 

“It has been the experience of coun- 
tries at war, in modern times at least, 
that at a certain stage in the conflict, 
prices begin to rise rapidly. Many of us 
recall the experience in the last war. 
During the first two years there was only 
a modest increase in prices, but in 1916 
prices began to rise suddenly and the rise 
continued with increasing rapidity until 
1920. Much hardship resulted because 
the incomes of the mass of the people 
did not keep pace with prices. Unfortu- 
nately, in a period of rapidly rising prices, 
they never do. A few made large for- 
tunes; they were the people to whom the 
Secretary of the Treasury of the United 
States referred recently, in reminding his 
fellow-citizens that only the profiteer, the 
speculator, and the hoarder gain from in- 
flation. 

“Many of us recall, too, the sudden 
drop in prices in 1920, which brought 
in its train depression and unemployment. 
No one wants to see those experiences 
repeated—much less the far worse experi- 
ence of many European countries with 
their disastrous sequence of uncontrolled 
inflation, sudden deflation, prolonged de- 
pression and misery, Fascist or Nazi dic- 
tatorship and finally war. 


“We must face the fact that there are 
not enough men; there are not enough 
machines; there are not enough materials 
to meet the demands of consumers and 
the needs of war. Since the government, 
with the full support of the Canadian 
people, is determined to maintain and to 
intensify the war effort, we have no 
choice but to reduce our consumption of 
goods. To us, too, has come the choice 
between guns and butter. 

“The problem we face today is more 
acute than the corresponding problem 
was in 1916. It is estimated that at no 
stage in the last war was more than 10 
per cent. of our national income devoted 
to war purposes. In the present struggle, 
we expect, this year, to be devoting some 
40 to 50 per cent. and more of the na- 
tional income to the prosecution of the 
war. ‘Translated into everyday language 
this means that, in the last war, only one- 
tenth of our economic energies were con- 
sumed in waging war, while today we are 
approaching the point where more than 
one-half of our energies are being used 
for war.” 


I have dwelt on this point at some 
length for the express purpose of 
showing the background which has led 
to price control. 


INTRODUCTION OF PRICE CON- 
TROL: 

All-over Price Control was intro- 
duced into Canada on December 1, 
1941, under which retail prices were 
not allowed to exceed the level which 
prevailed during the period September 
15 to October 11, 1941. The legisla- 
tion aimed at what has aptly been de- 
scribed as a five-point “blitz” against 
runaway inflation. The goals aimed at 
are these: 


1. Curtailment of public spending power 
by taxation and public borrowing (war 
loans, war savings plans, and the like). 
I may add that we now have compul- 
sory savings in Canada. 

2. Industrial priorities and rationing. 

. A ceiling on wages and salaries. 

4. Subsidies to supplement agricultural 
income and maintain supply while 
holding down retail or consumer 
prices. 

5. The price “ceiling.” 


we 


RETAIL PRICE CEILING STARTING 
PoINT 


To meet the difficulty of the ‘time 
lag” which normally occurs in distri- 
bution of goods from producer and 
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manufacturer, through wholesalers and 
converters to the retail store, which 
may occupy several months, the retail 
price ceiling was taken as the starting 
point, and any adjustments from that 
point will be made back through the 
various stages of distribution. The 
price ceiling is essentially a retail price 
ceiling, and applies to virtually every- 
thing the average citizen buys or sells, 
as follows: 


(a) To all commodities (unless spe- 
cifically exempted) 

(b) To twelve named essential serv- 
ices 


(c) To the renta] of all real property. 


One fundamental point to keep in 
mind about the ceiling is that it applies 
to each store or retail establishment 
individually. It does not standardize 
prices for any commodity or for any 
community. It simply requires that no 
retailer can sell any individual item at 
a price greater than his highest selling 
price during the basic period of Sep- 
tember 15 to October 11. There were 
of course exceptions, such as seasonal 
products, i.e., tomatoes and strawber- 
ries, on which basic period prices 
might always obviously be too high or 
too low, and therefore the board did 
not apply the ceiling to fresh fruits 
and vegetables or to greenhouse prod- 
ucts. 

Furs were to be treated in the same 
manner as fresh fruits and vegetables, 
as this is also a commodity which is 
seasonal, and therefore does not come 
under the ceiling but is subject to reg- 
ulation from time to time. 

New goods, those of a kind and 
quality not sold during the basic pe- 
riod, and therefore having no basic 
period price to establish a ceiling, were 
provided for in that they were required 
to bear a proper relation to other 
prices. The Board through its adminis- 
trators is prepared to determine ap- 
propriate prices where necessary. 


FARM PRICES: 

The ceiling does not apply to live 
stock, poultry, eggs, cream, milk, dairy 
butter, farm-made cheese, honey, when 
sold by the primary producer to deal- 
ers, processors or manufacturers. If 


such products are sold by the primary 
producers directly to consumers. It was 
required that prices must not be higher 
than the maximum retail prices estab- 
lished during the basic period for the 
same product in the same area. This 
was done to give the farmers the bene- 
fit of any trading situation which 
might arise without increasing prices 
to ultimate consumers. 


SERVICES: 

The twelve “services” to which the 
ceiling applies, as mentioned above, 
are shown in the following list. Serv- 
ices supplementary to these are in- 
cluded. The Board has power to add 
to the list at any time. On December 
14, 1941, the list stood as follows: 


1. Supplying of electricity, gas, steam 
heat and water. 

2. Telegraph, wireless and telephone 
services. 

3. Transportation of goods and per- 
sons, and the provision of docks, 
harbors and pier facilities. 

4. Warehousing and storage. 

5. Undertaking and embalming. 

6. Laundering, cleaning, tailoring and 
dressmaking. 

7. Hairdressing, barbering and beauty 
parlor services. 

8. Plumbing, heating, painting, dec- 
orating, cleaning and renovating. 

9. Repairing of all kinds. 

10. Supplying of meals, refreshments 
and beverages. 

11. Exhibiting of moving pictures. 

12. All manufacturing processes per- 
formed on a custom or commis- 
sion basis. 


CONTROL OF RENTS: 

Rents, as noted above, are also under 
the ceiling along with goods and serv- 
ices. A blanket order extending rent 
control to all real property in Canada 
was announced on November 23, 
1941. 

By this order, in all parts of Can- 
ada not previously subject to rent con- 
trol, the maximum rental for any 
housing accommodation was fixed at 
the rental which was in effect on Oc- 
tober 11, 1941. If there was no written 
or oral lease in force on that date, the 
maximum is considered to be the 
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rental under the latest lease in effect 
since January 1, 1941. 


INSTALMENT BUYING REGU- 
LATED: 


Supplementary to the retail price 
ceiling are important restrictions on 
consumer credit (instalment buying) 
which have been in effect since Octo- 
ber, 1941. The regulations provide 
that for a wide range of goods nor- 
mally sold on credit, the down pay- 
ment must now be at least fifty per 
cent. of the total cash price (in any 
case not less than $10) and the bal- 
ance must be paid in full within 
twelve months. 


PricE CEILING LAW ONE PART OF 
PROGRAM 


At the risk of repetition, I feel that 
here it is as well to pause and give a 
general summary of the price ceiling 
law, as this, to place it in its proper 
perspective, must be thought of as one 
part of a general inflationary-control 
policy designed to supplement the 
national tax and borrowing program, 
as well as other controls over war ma- 
terials and supplies. 

The new inflational control program 
includes: 


1. The price ceiling extending over all 
rentals and over prices of all goods 
and essential services on the basis 
of the maximum prices prevailing 
during the four-week “basic pe- 
riod” of September 15th to October 
11th, 1941. 

2. The freezing of all wage rates with 
provision for payment to wage- 
earners of a cost of living bonus in 
accordance with prescribed official 
regulations. 

3. Supplementing of agricultural in- 
come (where necessary) to main- 
tain supplies which otherwise might 
be jeopardized by the enforcement 
of a retail price ceiling. This in- 
cludes the payment of a new acre- 
age bonus in Western Canada and 
reducing the cost of feed to farmers 
in Eastern Canada. 

. A ceiling over all managerial and 
executive salaries, directors’ fees, 
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(Please turn to page 609) 








574 The Controller, December, 1942 





Brief Items from Here and There of Ingst 











“Record Keeping for Small Stores” 


This is a booklet prepared by the De- 
partment of Commerce for the Special 
Senate Committee To Study Problems of 
American Small Business. It attempts to 
meet the need of small business men for 
more detailed records required by war 
agencies. Current statistics on prices, 
margins, costs, and inventory movements 
are needed to conduct the war properly 
and many business firms are hard pressed 
to provide the data. This booklet will 
be of real value to the merchant in the 
immediate present and for future use in 
keeping currently informed on the opera- 
tion of his business. 

The Department has a small supply of 
this publication for free distribution, 
which it will be pleased to make avail- 
able as long as the supply lasts. 


AMA Wartime Insurance Conference 
To Be Held in Chicago 


Insurance buyers from firms in all types 
of industries will meet at the American 
Management Association’s Wartime In- 
surance Conference, to be held at the Ho- 
tel Drake, Chicago, on December 8 and 
9, to discuss insurance problems about 
which executives have shown chief con- 
cern. Reginald Fleming, Marsh & McLen- 
nan, Inc., Vice-President in charge of the 
Association’s Insurance Division, has! an- 
nounced that the main sessions of the 
meeting will be devoted to discussions 
of war damage insurance, government con- 
tractors, plant protection, and the prob- 
lems and future of casualty and fire insur- 
ance. The subjects were determined by 
consulting the Association’s membership. 

The four sessions of the Conference 
have been arranged to allow exhaustive 
treatment of these relatively few subjects, 
mainly in panel and question-and-answer 
discussions, in contrast to meetings in the 
past at which a wider variety of subjects 
has been presented. 


Tax Guide for Salaried Persons 
Earning Less than $5,000 


“This Brand New Guide for Personal 
Income Tax” is the title of the 1943 edi- 
tion of the handbook on the subject, writ- 
ten and published by Peter Guy Evans and 
J. Stanley Halperin. Intended for salaried 
people earning less than $5,000, the new 
version explains how to file an income 
tax return under the provisions of the 
1942 Federal Income Tax Law. It de- 
fines personal exemptions, deductions, the 


earned income credit and other details. 
One full page of the 24-page publication 
is devoted to tax payments by soldiers, 
sailors and their dependents, and another 
explains the Victory Tax. The price of 
the book is 25 cents. 

Mr. Evans is Lecturer on Taxation and 
Accounting at Rutgers and Columbia 
Universities, and Mr. Halperin at the New 
York Institute of Finance. 


When An Offer of Employment 
Is Not an Offer 


The California Unemployment Insur- 
ance Commission has ruled that an offer 
of employment by a former employer is 
not an “offer of suitable employment” 
under the provisions of the law affecting 
merit rating, and therefore does not stop 
the payment of benefits to an ex-employee. 

Attention was called to this recent rul- 
ing at the November meeting of the Los 
Angeles Control, in a discussion of the 
interpretation by Mr. Louis A. Williford, 
a member of the group. 


Journal Entries Covering Big 
Railroad Reorganization 


All the journal entries recording the 
acquisition of the Erie Railroad Company 
and its subsidiaries in Pennsylvania and 
New Jersey by the reorganized Company 
are reprinted in a 55-page book, now be- 
ing distributed by the railroad’s Office of 
Comptroller. The unusual document tells 
the entire story, in figure form, of the 
acquisitions and adjustments. The record 
closes with a general balance sheet state- 
ment of the Erie Railroad Company as of 
July 31, 1942, before and after acquisition 
of the ten New Jersey subsidiary com- 
panies. 


N. R. D. G. A. Will Meet January 11 


on War Problems 


The National Retail Dry Goods Asso- 
ciation will hold a five-day wartime con- 
ference from January 11 to January 15 
at the Pennsylvania Hotel, according to 
announcement by Lew Hahn, general 
manager of the association. Instead of 
numerous technical sessions, as in the past, 
only a few will be held and these will be 
scheduled on the Monday opening the 
conference and on Friday, the last day. 

“The Effects of the War on Retailing 
During 1943” will be the subject of the 
opening general session on the night of 
January 11 when Frank M. Mayfield, the 
N. R. D. G. A. president, will make his 
opening address. The subjects for the 


January 12 session include “Man Power,” 
“Customer Services” and “Limitation of 
Inventories.” On January 13 “Taxation 
and Credit,” “Transportation” and “Price 
Regulations” will be considered. ‘Post 
War Planning” will be the theme of the 
January 14 meeting. 


Legislatures of All But Three States 
To Meet in 1943 


The legislatures of forty-five of the 
forty-eight states will meet in 1943. Most 
of them begin their sessions in January. 


Annual Conference of Society for 
Advancement of Management 


Mr. George Ebert, assistant treasurer 
of the Curtiss-Wright Corporation, Pro- 
pellor Division, was one of the speakers 
at the annual conference of the Society 
for the Advancement of Management, 
held in New York, December 3 to 5, 
in the New Yorker Hotel. 

Other speakers on the program in- 
cluded: Cyrus S. Ching of the War Labor 
Board; Col. A. Robert Ginsburgh, chief 
of the industrial services division of the 
War Department; Del T. McWilliams, 
time study technician of the United Au- 
tomobile Works, C.I.0.; George W. AI- 
lison, assistant vice-president and assist- 
ant works manager of the Mergenthaler 
Linotype Co.; William R. Spriegel, chair- 
man of the department of management 
of Northwestern University; Lt. William 
Exton, Jr., U.S.N.R.; Oswald W. Knauth, 
president of the Associated Dry Goods 
Corp., and Thomas F. Joyce, vice-presi- 
dent of the R. C. A. Manufacturing Co. 


Department of Commerce Reports 
Discontinued 


Moving to clear channels for war in- 
formation, Elmer Davis, director of the 
Office of War Information, issued Sep- 
tember 25 the first of a series of orders 
cutting down Government publications 
and mailing lists. For some time the 
OW/I, with the cooperation of other Fed- 
eral agencies, has been studying the 4 
of governmental releases. During th:s 
study, many agencies voluntarily abol- 
ished many publications not bearing di- 
rectly upon the war. Cuts were alsc made 
in mailing lists. Over-all curtailment of 
publications in some nonwar agencies ran 
as high as 40 per cent. 

The Department of Commerce reports 
discontinued for the duration by this 
OWI regulation are listed in a memo- 
randum dated November 9, 1942. 
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Alternatives in War Finance 


In the October issue of ‘Survey of Cur- 
rent Business,” published by the Depart- 
ment of Commerce, appears an article 
under the caption “Alternatives in War 
Finance,’ by Dr. Thomas K. Hitch, of 
the Bureau of Foreign and Domestic 
Commerce, contrasting the financing of 
World War I and the inflationary period 
of the 1920’s with the fiscal policy fol- 
lowed to date in handling the vastly 
larger present and prospective expendi- 
tures called for by the global conflict in 
which the Nation is now engaged. 


First Conference of Institute 
of Internal Auditors 


The first annual conference of the In- 
stitute of Internal Auditors was held in 
New York, November 8 to 10, in the 
Hotel Biltmore. Topics covered at the 
conference included wartime operation, 
current taxation, follow-up of internal 
audit recommendations, facilitating the 
independent accountant’s review, use of 
the internal auditing department for train- 
ing, and Latin-American prospects. 

Mr. John B,. Thurston, a member of 
The Controllers Institute of America, and 
first president of the Institute of Internal 
Auditors, spoke on “Who Should Ap- 
point the Internal Auditor, and to Whom 
Should He Report?” 

The group was organized a year ago, 
in the belief on the part of internal au- 
ditors that some organization was needed 
to develop the professional status of in- 
ternal auditing and to provide an inter- 
change of ideas and information. 


Technical Valuation Society Meets 
This Month 


The annual forum of the Technical 
Valuation Society will be held December 
12, in the Engineering Societies Building, 
22 West 39th Street, New York City. 
The morning session will be devoted to 
the many pressing valuation problems 
created by the war, and papers will be 
presented by leading economists, apprais- 
ers and valuation engineers. The after- 
noon session will be given over to com- 
mittee meetings and the annual business 
meeting of the Society. 


Symposium on OPA Problems 
and Procedure 


The November issue of the New York 
Certified Public Accountant, official organ 
of the New York State Society of Certi- 
fied Public Accountants, was devoted 
chiefly to a symposium on OPA problems 


and procedure. Three authors contributed 
to the study—Dr. Herbert F. Taggert, 
C.P.A., now director of accounting of 
the Office of Price Administration, whose 
topic was “Accounting and Cost Problems 
under Price Control Regulations”; Dr. 
John F. Sly, OPA regional price executive, 
who wrote on “Operational Problems of 
the OPA,” and Mr. William W. Werntz, 
chief accountant to the SEC and consult- 
ant to the OPA, whose topic was ‘Finan- 
cial Reports to the OPA.” 


Seven Papers of Interest to Controllers 


Seven papers of interest to controllers 
were published in the October quarterly 
issue of the Accounting Review, official 
publication of the American Accounting 
Association. Titles and authors were as 
follows: “A Neglected Area of Account- 
ing Valuation” by Warner H. Hord; “A 
Suggestion for the Measurement of Sol- 
vency” by I. M. Mackler; “Accounting 
for Intangible Assets” by Harold G. Av- 
ery; “Independent Municipal Auditing” 
by Fladger T. Tannery; “Cost Analysis of 
a Cost-Plus Contract” by Arthur C. Kel- 
ley; “Earning-Power Valuation of Inven- 
tory” by Lawrence L. Vance, and “Some 
Problems of Last-in-First-out Accounting” 
by Albion R. Davis. 

The twenty-seventh annual meeting of 
the Association will be held this month 
in Cleveland. The dates are December 
29-30. 


Financial Statistics of 210 Utility 
Companies 


The Securities and Exchange Commis- 
sion has made public a twelve-year sur- 
vey of financial statistics for 210 operat- 
ing electric and gas subsidiaries of regis- 
tered public utility holding companies. 
The study includes all companies with 
assets of $5,000,000 or more, and is a con- 
tinuation of similar reports published in 
1940 and 1941. The assets of the 210 
companies included in the survey total 
$11,543,068,659, or approximately 75 per 
cent. of the total assets of all registered 
companies. 

The report consists of two pages for 
each company, one being a statement of 
balance sheet and earning statement items 
and the other a series of financial charts 
covering the twelve-year period. Both the 
statements and the charts cover financial 
items such as operating revenues, deprecia- 
tion, maintenance, fixed charges, dividends, 
capitalization, surplus, assets, fixed cap- 
ital and preferred dividend arrearages. De- 
preciation is shown both as to charges to 
income and as allowed for income tax 
purposes. 

A copy of the study may be obtained 
upon request from the Publications Unit, 
Securities and Exchange Commission, 
Philadelphia, Pa. 


Ask for your certificate of membership 
in The Institute, if you haven't one. 








LETTERS FROM CONTROLLERS 








PROUD TO BELONG TO SUCH 
AN ORGANIZATION 
ARTHUR R. TUCKER 
Managing Director 
Having just returned from our conven- 
tion held in Chicago, I want to congratu- 
late the management of our Institute for 
the very fine program, and the efficient way 
this gathering was handled. It makes one 
feel proud to belong to such an organiza- 
tion. 
W. F. WEBB 
Treasurer, Textileather Corporation, 
Toledo 


WHAT A TREASURER THINKS OF 
“WARTIME PLANNING” 

ARTHUR R. TUCKER 
Managing Director 

Thanks very much for sending me a copy 
of the report “Wartime Planning To Meet 
Postwar Problems.” On glancing through 
this I can see that you have done a very 


thorough job and I want to congratulate 
you and your organization on your fore- 
sight in getting it out at this time. I am 
looking forward with interest to reading it 
carefully. 

The above was written by the treasurer 
of a nationally known company. 


APPRECIATES RECOGNITION GIVEN 
TO INSTITUTE’S PROGRAM 

ARTHUR R. TUCKER 

Managing Director 

Since the latest annual meeting I have 
had occasion to meet quite a few executives 
in our industry, and it is interestiag to note 
their reaction to the splendid publicity given 
to The Institute’s program. 

You certainly deserve a great deal of 
credit for what you have done for The 
Controllers Institute, as well as for busi- 
ness in general. 

I. H. JOHNSON, 
Comptroller, American-Marietta 
Company, Chicago, Illinois 








A Brief Explanation of Major Corporate 
Amendments of Revenue Act 


Much has been said about the com- 
plexity of the Revenue Act of 1942. 
In official form it contains 600 pages. 
That is not the law—just the amend- 
ments. If the worst thing we get out 
of it is a headache, we are lucky. Pity 
the men who had to write it. I wonder 
if they ever will get to sleep. 

Despite that, the taxpayers of this 
country owe many thanks to the hard- 
working staffs of the Treasury Depart- 
ment and the Joint Committee, and 
the committees of the two legislative 
bodies. They have made a sincere ef- 
fort to improve our basic tax structure. 
We may not like the rates or the re- 
lated exemptions, but they do not make 
the law complex. A strenuous attempt 
has been made to develop an equitable 
basis for taxation, to draw the line 
more fairly between normal and ex- 
cess profits, and to relieve the many 
inequities that might, otherwise, re- 
sult from a very simple law which 
failed to recognize the complexity of 
modern business and corporate finance. 

The Treasury Department has ren- 
dered a real service in ferreting out 
these situations and not only approv- 
ing but proposing many modifications 
to remove the inevitable hardships. 
The legislative bodies and the Joint 
Committee staff have carried on that 
good work, and though it will take us 
all a little while to understand what 
it means, you and I, being aware of 
the multitudinous ramifications of in- 
dustrial finance and accounting as it 
exists today, realize that these seem- 
ingly incomprehensible technicalities 
have a sound purpose, namely, to 
grant relief where relief is justified, 
without opening loopholes for im- 
proper tax avoidance. 


REPRESENTS SUBSTANTIAL IMPROVE- 
MENT 


I speak from experience in having 
dealt with some of these developments 


By Walter A. Cooper 


from their embryonic stages. I know 
how often a draft amendment which 
seemed to relieve a situation requir- 
ing relief was found, on further con- 
sideration, to either create more hard- 
ship in other cases or open a gap in 
the dam through which a flood of tax 
evasion could have passed. So we wind 
up with a great many whereases, ifs, 
ands, buts, and exceptions, but the ulti- 
mate result represents a substantial im- 
provement in our basic law. True, in 
the last minute rush some things, en- 
tirely unintended, slipped through, 
but let those errors not blind us to the 
real improvement accomplished. 
Were I to attempt to discuss all 
features of the Revenue Act of 1942, 
we would still be here tomorrow night, 
if we could hold out that long. Natu- 
rally, I shall not attempt to do that, 
and in an endeavor to select the topics 
that will be of most interest to you, I 
propose to confine my discussion to the 
more important amendments affecting 
corporate taxation. I shall also assume 
that you are familiar with the Internal 
Revenue Code in effect prior to its 
amendment by the Revenue Act of 
1942. In other words, I propose to 


discuss the changes rather than the 
Code as amended. 

On that basis I shall take up first 
the general tax computation pro- 
visions: 


GENERAL TAX COMPUTATION 
PROVISIONS 
Tax Rates: 


For the third year of excess profits 
tax, we have a third basic method of 
application. There are two hungry boys 
waiting to take a bite out of the corpo- 
rate income apple, one named ‘Income 
Tax” and the other named ‘Excess 
Profits Tax,’ but the latter has the 
bigger mouth and more voracious ap- 
petite. They have been fighting for 
first bite and, in 1940, ‘Income Tax” 
came first and ‘Excess Profits’ took 
his bite out of the remainder. Last year 
“Excess Profits’ took the first bite. For 
1942 the apple will be cut into two 
parts, not necessarily equal, and each 
will take a bite out of his own portion, 
“Excess Profits” taking 90 per cent. 
of his cut of the apple, with “Income 
Tax” (including surtax) taking 40 per 
cent. of the remainder. 

However, the taxpayer is assured of 





fect their companies. 





ANALYSIS OF REVENUE ACT CHANGES 


Members of The Controllers Institute of America and the 
business community generally are indebted to Mr. Cooper for 
the many contributions he has made in the form of analyses of 
federal revenue legislation, over a period of several years. 

The analysis presented here was made by Mr. Cooper at a 
meeting of the New York City Control on November 23. Time 
limitations prevented him from delivering all the material orally. 
Some of the sections were described only in part; others were 
merely mentioned. However Mr. Cooper consented to publica- 
tion of all of the material. It will enable many a controller and 
many a tax department head to approach the task of figuring 
tax liability with a clear picture in mind of the factors which af- 


Mr. Cooper is a certified public accountant, and a partner of 
Peat, Marwick, Mitchell & Company. 


—THE EDITOR 
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the core because the Code now pro- 
vides for an overall limit of 80 per 
cent. of what is defined as surtax net 
income, plus the adjusted excess prof- 
its met income, for the aggregate in- 
come tax, surtax and excess profits 
tax. A corporation is thus assured of 
retaining 20 per cent. of, speaking 
generally, its net income, even though 
the excess profits are to be taxed at 90 
per cent. starting with the first dollar 
thereof and without graduated rate 
brackets as heretofore. This 90 per 
cent. rate, it may be noted, is the 
equivalent of a rate of about 84 per 
cent. under the 1941 method. 


Post-WAR CREDIT 


Furthermore, the excess profits tax 
will be the subject of a post-war kick- 
back of 10 per cent. thereof. That 
really means 9 per cent. of the excess 
profits. Taxpayers will receive non- 
negotiable, non-transferable and non- 
interest-bearing bonds which will be- 
come payable after the cessation of 
hostilities. That date will be deter- 
mined either by a Presidential procla- 
mation or a concurrent resolution of 
the two Houses of Congress. After 
that date they become fully transfer- 
able, but will bear no interest. They 
will mature, as to refunds for taxable 
years beginning in 1941 and 1942, at 
the end of the second calendar year 
beginning after hostilities cease. Thus, 
if that date be November 1, 1943, the 
1941-1942 bonds become payable De- 
cember 31, 1945. Each succeeding 
year’s bonds will become payable one 
year later, i.e., 1943 refund bonds at 
the end of the third year, 1944, the 
fourth, and so on. 

The maximum average net tax will, 
as the result of this refund, be about 
72.2 per cent. because even those 
whose tax is limited to the overall 
rate of 80 per cent., will receive the 
10 per cent. refund. Except for debt 
payment credits the full tax must be 
paid now and, when the kickback is 
refunded, there are to be no restric- 
tions on its use and it will not consti- 
tute taxable income. 

When debt payments are involved, 
the taxpayer may, aft its election, te- 
ceive immediate benefit of all or part 


of this refund. Should the taxpayer 
so elect, credit will be allowed against 
the excess profits tax for 40 per cent. 
of the amount paid during the year in 
payment of specified debts. The debts 
covered are those evidenced by a bond, 
note, debenture, bill of exchange, cer- 
tificate or other evidence of indebted- 
ness, mortgage or deed of trust. Ordi- 
Mary accounts payable, accrued liabili- 
ties, and the like, are thus not covered. 
The amount of reduction in such in- 
debtedness (40 per cent. of which is 
deductible) is limited to the differ- 
ence between the amount thereof at the 
end of the taxable year and the lowest 
amount outstanding during the period 
beginning September 1, 1942 and end- 
ing with the close of the preceding 
taxable year. Replacement of one debt 
by another debt of one of the included 
types will have no effect as all covered 
indebtedness must be aggregated. 


WILL PRODUCE INEQUITABLE 
RESULTS 


The statutory language is peculiar 
and, if it is intended literally, will 
produce inequitable results. 

Assume the case of a calendar year 
taxpayer having outstanding $1,000,- 
000 of notes at September 1, 1942. 
Between that date and December 31, 
1942, it pays off $100,000, leaving a 
$900,000 balance. It gets a credit of 
$40,000. If during 1943 it further re- 
duces such debt, by payment of $100,- 
000, to $800,000 it obtains a 1943 
credit of $40,000. But, if between Sep- 
tember 1, 1942 and December 31, 
1942, it had paid off $200,000, reduc- 
ing its total to $800,000, and later 
during the same four months rebor- 
rowed $100,000, leaving a December 
31, 1942 balance of $900,000 the tax- 
payer would still obtain a credit of 
$40,000 for 1942 but would be al- 
lowed no credit for 1943. That is be- 
cause the lowest amount outstanding 
between September 1, 1942 and De- 
cember 31, 1942 was $800,000 or ex- 
actly the same as the December 31, 
1943 balance. It thus receives credit 
only for 40 per cent. of $100,000 even 
though between September 1, 1942 
and December 31, 1943 it reduced its 
debt by $200,000. 
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Finally, no current credit for debt 
retirement is allowable for fiscal years 
beginning in 1941 or short periods 
ending before September 1, 1942. 

Any credit allowable and claimed 
by the taxpayer serves to reduce the 
post-war refund. You cannot get it 
both ways. It is available now to help © 
reduce debts or it will be refunded 
later. 


Carry-over of Losses and Unused Cred- 
its. 

In an attempt to meet the many de- 
mands for deductions to cover post- 
war losses and expenses, possible in- 
ventory losses, and the like, the 
amended statute provides that taxpay- 
ers may carry back, for a period of two 
years, net losses and unused excess 
profits credits. This is in addition to 
the right to carry such net losses and 
unused credits forward for two years. 

Though the provision for the carry- 
back is to be generally for a period 
of two years, it will not come into full 
effectiveness until 1943, the losses and 
unused credits of which may then be 
carried back to 1941 and 1942. Losses 
or unused credits for the year 1942 
may be carried back only for one year 
or to 1941. Further, the unused credit 
for 1941, which may be carried for- 
ward, is to be computed under the 
Revenue Statutes applicable to 1941, 
rather than 1942. You will recall that 
when changes applicable to 1941 were 
made, it was provided that the unused 
1940 credit should be computed under 
the 1941 provisions which materially 
reduced or completely eliminated the 
unused credit. This provision relating 
to 1940 credits carried over to 1941 
remains unchanged but the unused 
1941 credits will be computed under 
the 1941, not the 1942, provisions. 

The order of application of both 
losses and unused credits is to first 
carry back to the second preceding 
year, then to the first preceding year, 
then forward to the first subsequent 
year and then to the second subse- 
quent year. To illustrate, with a loss 
and unused credit for 1943, the order 
of adjustment is 1941, 1942, 1944 
and, finally, 1945. 
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Short-Period Tax Computations: 


An important change, relating to 
the computation of excess profits tax 
for a period of less than 12 months, 
has been made retroactive to the begin- 
ning of the excess profits tax. Under 
the law as it now stands, it is neces- 
sary to annualize the income for the 
short period on a daily basis, produc- 
ing an income for the 12-month pe- 
riod that assumes earnings for the en- 
tire period equal to the average daily 
earnings of the short period. This has 
made it expensive to adopt the nat- 
ural business year in cases where the 
short period included, principally, the 
profitable season because it resulted in 
a determination of a fictitious annual 
income which assumed that the profit- 
able season lasted for 12 months. As 
a result, the tax was increased consid- 
erably over what would have been pay- 
able had the former 12-month period 
remained unchanged. 

The proposed amendment will give 
the taxpayer the right to establish what 
its income would have been for the 
full 12-month period instead of being 
required to annualize it on a theoreti- 
cal basis. Thus, in the case of a short 
period of, say, 6 months from January 
1 to June 30, instead of doubling the 
income for those six months, the tax- 
payer may add to it the actual earn- 
ings for the 6 months from July 1 
to December 31; compute the tax on 
that 12-months’ income; and pay such 
proportion of the tax as the short-pe- 
riod income to June 30 bears to the 
total income for the 12 months. If 
no net income is earned during the 
second 6 months, the tax will be com- 
puted on the income for the first 6 
months just as though it were the in- 
come for the full year. The 12-months’ 
income cannot be less than the short- 
period income, so losses in the second 
part cannot be deducted. This change 
will make it possible for a number of 
companies to adopt a natural business 
year. 

The proposed law also contains pro- 
visions to prevent tax avoidance in cases 
wherein the taxpayer, after the close of 
the short period, disposes of substan- 
tially all its assets, in which event it 
would, naturally, have no net income. 


In such cases the period prior to the 
beginning of the short period is 
brought into the computation in the 
same manner as the income for the 
necessary number of months after the 
short period is brought into the com- 
putation in the case of a taxpayer con- 
tinuing to operate. If it is impossible 
for the taxpayer to ascertain the actual 
income for the remaining portion of 
the 12-month period, the existing 
method of annualization will apply. 

For income tax and surtax, a similar 
method and requirement (not retro- 
active) are provided but only for cases 
wherein the short-period return re- 
sults from a change in accounting pe- 
riod. When it results from the “birth 
or death” of a corporation, annuali- 
zation is not required. 


Fiscal-Y ear Corporations: 


Considerable confusion seems to ex- 
ist with respect to the new method of 
taxing fiscal-year corporations. It is 
often described as applying the 1942 
method to the period after June 30, 
1942, but those who so describe it 
either use the terms in too loose a man- 
ner or do not understand the proper 
method. 

Under the Internal Revenue Code as 
amended by the Revenue Act of 1942, 
the tax will be computed as follows: 


(1) In the case of fiscal years ending be- 
fore July 1, 1942, the tax will be de- 
termined under the provisions of the 
Internal Revenue Code applicable to 
taxable years beginning in 1941. This 
does not mean that the Revenue Act of 
1942 will be disregarded, because a 
number of its provisions are retroac- 
tive to prior taxable years. Such amend- 
ments will, therefore, be applicable to 
such fiscal years. 

(2) In the case of fiscal years beginning in 
1941 and ending after June 30, 1942, 
it will be necessary to make two tenta- 
tive tax computations (hereinafter re- 
ferred to as the 1941 computation and 
the 1942 computation). Each tax, so 
computed, will be divided by the num- 
ber of days in the taxable year (365 in 
the case of a full year) and multiplied, 
in the case of the 1941 tax, by the 
number of days in the fiscal period 
preceding July 1, 1942 and, in the case 
of the 1942 tax, by the number of days 
after June 30, 1942. It will be ob- 
served that a monthly apportionment is 
not permitted. The sum of the two 


amounts so determined will constitute 
the tax. The two taxes, however, are 
to be computed as follows: 


(a) The so-called 1941 tax will be 
computed in the manner previ- 
ously described (No. 1 above) 
with respect to fiscal years ending 
before July 1, 1942; 

(b) The so-called 1942 tax will be 
computed in the case of excess 
profits tax on exactly the same 
taxable adjusted excess profits net 
income as will be used for the 
two computations previously de- 
scribed, and the 1942 rate of 90%, 
with a maximum overall limita- 
tion of 80%, will be applicable. 
With respect to the income and 
surtax, the 1942 rates will be 
used and the only difference be- 
tween the income used for com- 
putations (1) and (2)(a) and 
this computation will be that the 
adjusted excess profits net income, 
taxable at the 90% rate, will be 
deducted, instead of the excess 
profits tax thereon. Furthermore, 
the 10% post-war refund will be 
allowed only on the difference be- 
tween the excess profits tax, as 
determined under the hybrid 1941- 
1942 method, and the amount of 
the tax computed under the 1941 
provisions (recognizing the retro- 
active 1942 changes). 

(3) Taxable periods which began after De- 
cember 31, 1941 and end before De- 
cember 31, 1942, which will be short 
periods, will be subject to tax in the 
same manner as 1942 calendar years 
except for the annualization require- 
ment. 


Thus it will be observed that prac- 
tically the same income will be used 
for all computations but, with respect 
to the 1942 tax, the 1942 rates will 
apply. In all cases the retroactive amend- 
ments will apply but none of the amend- 
ments, except those above described, 
applicable to 1942 calendar or later 
years, will apply. For instance, in the 
computation of the so-called 1942 tax 
the credit based on invested capital 
will be figured at the 1941 exemption 
rates and not the new lower rates. On 
the other hand, in the case of the in- 
come credit the new amendment per- 
mitting the substitution, for the worst 
year’s income, of 75 per cent. of the 
average of the other three years, will 
not be permitted. 

To summarize the foregoing, it may 
be stated that the tentative tax, appli- 
cable to the period after June 30, 1942, 
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is computed under the provisions of 
the 1941 law (including the retroac- 
tive amendments of the Revenue Act 
of 1942), modified only as to the tax 
rates and the deduction of the income 
subject to excess profits tax instead of 
the tax thereon. It might also be noted 
that, under the Code as amended there 
is no provision for the application of 
any similar formula to fiscal years be- 
ginning in 1942 and ending in 1943. 
For the moment, they are taxed on the 
same basis as applied up to this year, 
namely, under the law applicable to 
the calendar year in which the fiscal 
year started. However, we may antici- 
pate that should there be any material 
adverse changes enacted into law next 
year, taxpayers will feel the full im- 
pact of the original proposal of the 
House of Representatives with respect 
to fiscal years. We are now on notice 
that portions of a fiscal year, falling in 
a calendar year for which changes are 
made in the Internal Revenue Code, 
may be subject to such changes. 

I might add, in concluding my dis- 
cussion of this feature, that some, par- 
ticularly November fiscal-year com- 
panies, will pay more tax, post-war 
refund considered, than if they had a 
calendar year. 


Consolidated Returns: 


The right to file consolidated re- 
turns has been extended to income and 
surtax, as well as excess profits tax re- 
turns. As was the case with respect to 
the latter returns for the past two years, 
they are to be filed under Regulations 
to be issued by the Commissioner of 
Internal Revenue. It is required, how- 
ever, that consolidated returns be filed 
for the purpose of both taxes. One 
cannot file a consolidated return for 
excess profits tax and separate returns 
for income tax or vice versa; both must 
be on the same basis. 

Furthermore, an extra 2 per cent. 
tax is levied for the privilege of filing 
a consolidated income tax return so 
that the combined maximum income 
tax and surtax rate will be 42% in- 
stead of 40%. The requirements for 
the filing of a consolidated return are, 
in essence, the same as they were for 


the filing of consolidated excess profits 
tax returns. The few changes are not 
of general consequence and affect only 
unusual, isolated situations, so I shall 
not discuss them. 


Credit for Foreign Taxes Paid: 


Three major changes have been made 
in the provisions relating to the credit 
for foreign taxes. 

The first is that the requirement to 
make a binding election to take such 
taxes either as a credit against the 
United States tax or as a deduction 
from income has been eliminated, and 
taxpayers will now be free to elect 
either the credit or deduction method 
any time they see fit to make such elec- 
tion and to change such election as 
conditions may warrant. 

Secondly, the law specifically allows 
credit or deduction as the taxpayer may 
elect for such taxes as are paid to for- 
eign countries in lieu of an income tax. 
It seems that a number of foreign 
countries do not trust outside corpora- 
tions that operate within their borders. 
I leave it to you to decide whether or 
not that lack of trust is justified. Right 
or wrong, however, many foreign coun- 
tries adopt arbitrary methods of deter- 
mining the tax liability of a corpora- 
tion foreign to it, and assess taxes 
based on turnover, sales, capital or 
other bases. Whatever the result or the 
method used, the amount assessed is 
nevertheless intended to be the income 
tax. Our Treasury, and in some cases 
our Courts, denied credit under those 
circumstances on the grounds that the 
tax, which was in fact assessed, was 
not based on income. The law has now 
been amended to allow credit for any 
taxes, no matter how determined, if 
they are assessed in lieu of income 
taxes. 

The third amendment relates to sit- 
uations in which a United States cor- 
poration has a foreign subsidiary 
which, in turn, has another foreign 
subsidiary. Previously, a United States 
corporation was allowed credit for 
taxes which it was deemed to have 
paid in respect to dividends received 
from its foreign subsidiary, such taxes 
being what was paid by such foreign 
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subsidiary on the income which it paid 
over to the United States corporation 
in the form of dividends. Frequently 
the subsidiary of that foreign corpora- 
tion paid taxes on its income which, in 
turn, reached the first foreign subsidi- 
ary, through the dividend channel, 
which paid no income tax on such div- 
idends, for the reason that the in- 
come had already been taxed in the 
hands of its subsidiary. When such in- 
come eventually reached the U. S. cor- 
poration through the dividend funnel, 
the United States corporation was given 
no credit for such taxes paid by the 
second subsidiary. The law has been 
amended to give the U. S. corporation 
appropriate credit for such taxes. 


INCOME TAX AMENDMENTS 


Capital Gains: 


The tax on capital gains follows the 
general pattern of prior laws with some 
modifications. In the first case, the defi- 
nition of capital gains has been altered 
to relieve the difficulties we have here- 
tofore had with respect to land and 
buildings used in a trade or business. 
It is now provided that land used in a 
trade or business is not a capital asset 
so that it falls in the same category as 
buildings. It will no longer be neces- 
sary to attempt the impossible and al- 
locate costs and sales proceeds between 
the two. Hence, losses on the disposi- 
tion of such assets will be deductible, 
without limit, as ordinary losses. Gains, 
however, will be subject to a different 
treatment which I shall describe later. 

Capital gains, generally, will be 
classified as long-term and short-term, 
based on an ownership of 6 months, so 
that gains or losses on assets held for 
not more than that period will be 
short-term gains or losses. Transactions 
involving assets held longer will re- 
sult in long-term gains or losses. Deal- 
ing only with corporations, the net 
long-term gains or losses and the net 
short-term gains or losses will be as- 
certained separately. If the long-term 
result is a gain and the short-term re- 
sult is a loss, the net result of the two, 
if a gain, will be subjected to a maxi- 
mum tax of 25 per cent. On the other 
hand, if the net result should be a loss. 
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that net loss cannot be deducted from 
ordinary income. Thus, losses can be 
deducted only from gains; but if the 
net result is a long-term gain, the re- 
duced tax will apply. If there should 
be a short-term gain, the full tax rates 
will apply. Excess losses may be car- 
ried over, so the committee reports say, 
as an offset against subsequent net 
gains for a period of 5 years. The lit- 
eral statutory language does not carry 
out that intent because, if two loss 
years are followed by a gain, each loss 
must be reduced by the third year gain 
to determine the carry-over to the 
fourth year. 

Of equal importance to corporations 
are the changes with respect to gains 
from the sale of property used in a 
trade or business or involuntary con- 
version, which will now be discussed. 


Involuntary Conversion: 


In order to prevent the assessment 
of a burdensome tax in the case of 
gains from the sale or involuntary con- 
version of depreciable property, includ- 
ing land, held more than 6 months and 
used in a trade or business, important 
amendments have been made. In the 
first place, the law has been amended 
to provide that losses from involuntary 
conversions shall be recognized (here- 
tofore they were not) and, as such 
losses do not result from the sale or ex- 
change of a capital asset, they are de- 
ductible in full. Similarly, net gains re- 
sulting from involuntary conversions 
of any capital asset or from the sale or 
exchange of land and depreciable prop- 
erty used in a trade or business, held 
over 6 months, would normally consti- 
tute ordinary gain. 

To ease the tax burden, the law now 
provides that the net result of such 
transactions, which, I repeat, are in- 
voluntary sales or exchanges of land or 
depreciable property held 6 months or 
more and used in the trade or business 
and involuntary conversions of such 
assets or any capital asset held 6 months 
or more, if a gain, shall be treated as 
a capital net gain, but if a loss, shall 
be an ordinary loss. As the net gain is 
treated as a gain on the sale of capital 
assets held more than 6 months, the in- 


come tax and surtax will be limited to 
25% of the gain and none of it will 
be subject to excess profits taxes. 

On the other hand, if the net result 
of all such transactions should be a 
loss, each item is treated separately, 
and will result in a fully-deductible 
loss. 


Bad-Debts and Losses of Investments 
in Affiliates: 

The treatment of bad debts has been 
modified to provide that losses in re- 
spect thereof shall be deductible in the 
year in which the debts became worth- 
less. This changes the former provi- 
sion allowing such deductions when 
the debts were ascertained worthless. 
Furthermore, the requirement that the 
bad debts be written off within the 
taxable year has been eliminated. This 
places bad-debt losses on the same ba- 
sis as deductions for worthless securi- 
ties, both as to the time of deduction 
and the non-write-off requirement. 
These amendments are retroactive to 
taxable years beginning after Decem- 
ber 31, 1938. 

Furthermore, the statute of limita- 
tions with respect to credits or refunds, 
involving the deduction of a worthless 
debt or security, has been extended to 
seven years from the date prescribed 
by law for filing the return for the 
year with respect to which the claim is 
made which, of course, should be the 
year in which the deduction is allow- 
able. However, so far as past years are 
concerned, this extension of the statute 
applies only to taxable years beginning 
after December 31, 1938. 

With respect to securities, the law 
has also been amended to provide that 
losses on stocks or securities (bonds, 
debentures, notes or certificates or other 
evidences of indebtedness, issued with 
interest coupons or in registered form) 
of an affiliate are to be treated as non- 
capital losses and, hence, are deducti- 
ble in full without limitation. When 
they arise from worthlessness, the 
change does not affect losses on sales 
or exchanges. 

For the purpose of this amendment, 
an affiliate is defined as: 


(a) A corporation in which at least 95% 


of each class of whose stock is owned 
directly by the taxpayer; and 

(b) More than 90% of the aggregate of its 
gross income for a! taxable years has 
been from sources other than royalties, 
rents, dividends, interest or annuities, 
or gains from sales or exchanges of 
stock and securities; and 

(c) The taxpayer is a domestic corpora- 
tion. 


You will observe that this definition 
of an affiliate is not as broad as the 
general definition for consolidated re- 
turns in that the affiliate’s stock must 
be owned directly by the taxpayer. 
Hence, an affiliate indirectly owned, in 
part, through another affiliate, may not 
qualify. It should also be noted that 
this amendment does not result in a 
recognition of loss where none would 
otherwise be recognized, such as in the 
case of a liquidation under the provi- 
sions of Section 112(b) (6), of the In- 
ternal Revenue Code. However, once 
a loss has been established and recog- 
nized through worthlessness, the capi- 
tal loss limitation will not be applica- 
ble. 


Discharge of Indebtedness: 


The provisions relating to the non- 
taxability of so-called gain resulting 
from the discharge of corporate indebt- 
edness have been extended and modi- 
fied. This exemption would have ex- 
pired at the end of 1942 but it has now 
been extended to all taxable years be- 
ginning before December 31, 1945. 
Furthermore, the requirement that the 
taxpayer must show that it is in an un- 
sound financial condition has been 
eliminated. The exemption of such in- 
come is still predicted on the consent 
of taxpayers other than railroad corpo- 
rations under Sec. 77 of the Bank- 
ruptcy Act, to the Commissioner's Reg- 
ulations requiring a reduction of the 
tax basis of assets by the amount of 
the non-recognized gain. 


War Losses: 


The impact of the war has resulted 
in serious losses of property by United 
State nationals. In many cases, how- 
ever, it is impossible to ascertain what 
was lost and when. Recognizing the 
practicalities of the situation and the 
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impossibility of definitely proving 
what happened, the law has been 
amended by the addition of a special 
section covering the deduction of war 
losses. Dealing, first, with physical 
properties, the law lays down these 
rules: 


(1) Property in enemy or enemy-controlled 
countries is deemed to have been lost 
when war was declared against such 
enemy countries in December, 1941. 


(2) As to property in areas which came 
under enemy control after the declar- 
ation of war, a first and last possible 
date is to be established, and the tax- 
payer may elect to take the deduction 
on any date in between such earliest 
and latest dates. This is intended to 
cover those cases wherein property 
may, for a period of time, be in what 
may be called a war area, during 
which time the enemy may or may not 
have control of the area, or during 
which time the belligerent nations may 
be fighting for control of the area. In 
such cases the first date will be the 
last date on which the United Na- 
tions had undisputed, definite control 
of the area, and the last date will be 
the earliest date on which it is recog- 
nized that the enemy had control. Be- 
tween those two dates the taxpayer can 
choose his own time for the deduc- 
tion of the loss. 

(3) In the case of property in a war area 
which does not come under enemy con- 
trol but which may be destroyed or 
seized in the course of military or 
naval operations by either the enemy 
or the United States, two similar earli- 
est dates must be established, repre- 
senting the latest date on which it was 
known that the property was not de- 
stroyed or seized, and the earliest date 
on which it is known that the property 
was destroyed or seized. Here, also, the 
taxpayer may elect to deduct the loss 
as of any date in between such earliest 
and latest dates. Of course, if the 
enemy does not obtain control of the 
area and the property is not, in fact, 
destroyed or seized, no loss is deducti- 
ble. 


In addition to such treatment of 
property losses, special treatment is ac- 
corded losses from investments which 
are, in turn, represented by property in 
enemy or enemy-controlled countries, 
or war areas. Thus, if any such invest- 
ment is of the type that would become 
worthless if the property represented 
by it were seized or destroyed, the same 
rules are applied for ascertaining the 
date of worthlessness and hence the de- 


ductibility of the amount of the invest- 
ment and, furthermore, such security 
losses are to be treated as regular losses 
rather than capital losses. 


INVESTMENTS Not WHOLLY 
WORTHLESS 


Special provisions, which I shall not 
attempt to detail here, are also included 
with respect to cases in which the tax- 
payer owns 50 per cent. of each class 
of stock of a corporation which, in 
turn, owns property which might have 
been destroyed or seized, and such 
property has a basis which is at least 
75 per cent. of the basis of all its 
properties. In other words, this covers 
a case in which one could not say that 
the entire investment is represented by 
properties which may have been seized. 
For example: Investments in a wholly- 
owned subsidiary, which has 75 per 
cent. of its assets in an enemy country 
but which also has some assets outside 
of the jurisdiction of the enemy, would 
not be wholly worthless. Losses are 
allowed for part of such investments if 
the corporation losing the property is 
liquidated under the condition pre- 
scribed in the law. 

So much for the basis of and time 
for, deducting losses. Where these pro- 
visions are applicable, the entire loss 
may be claimed regardless of the theo- 
retical possibility of subsequent recov- 
ery, such as arose in prior years through 
Mixed Claims Commission awards, or 
the possibility that the property has 
not, in fact, been destroyed. In deter- 
mining the loss, however, any insur- 
ance recoveries or similar indemnities 
must be taken into account. Further, if 
any of the taxpayer’s obligations or li- 
abilities are liquidated or discharged 
out of property destroyed or seized, 
the taxpayer may elect to take such dis- 
charges into account. Thus, for exam- 
ple, if a taxpayer has property subject 
to a mortgage held by enemy nationals 
and the seizure of the property by the 
enemy Government effects a satisfac- 
tion of the debt to the enemy, the tax- 
payer may take that into account if it 
desires to do so. He is not required to 
do that. 
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TREATMENT OF RECOVERIES 


The losses having been deducted, 
pursuant to these war loss provisions, 
any subsequent recoveries are to be 
considered as and when received and 
treated in the following manner and in 
the order listed: 


(a) First, the amount of the recovery, up 
to the extent that the original loss de- 
duction resulted. in no tax saving, may 
be received without tax thereon; 
Second, the excess of the recovery over 
the amount of (a) above, to the ex- 
tent that it does not exceed the amount 
of the original deduction by reason of 
which tax was saved, is fully taxable; 
and 

Any excess over the sum of (a) and 
(b) above is taxable as an involuntary 
conversion, if it is not used to replace 
the property destroyed. If the proceeds 
are used for replacement, no further 
tax will be payable on such gain. 


(b 


~~ 


(c 


~— 


To illustrate the foregoing, assume 
the case of a taxpayer having ordinary 
taxable income of $200,000 and sus- 
taining a deductible war loss of $1,- 
000,000. Assuming no carry-forward or 
carry-back of the net loss, the $1,000,- 
000 loss deduction will have saved tax 
with respect to $200,000, and will have 
saved no tax with respect to $800,000. 
Under such circumstances, the first 
$800,000 recovered is free of tax; the 
next $200,000 is subject to full in- 
come tax, surtax, and excess profits 
taxes at whatever rates may be in effect 
in the year of recovery, and any excess 
over that $1,000,000 is treated as an 
involuntary conversion, not taxable if 
expended to replace the property, or 
taxable at capital gain rates if not so 


expended. 


Last-in, First-out Inventory Method: 


The statutory provisions dealing with 
the use of the “Lifo” method have 
been modified to eliminate the require- 
ment that such method must be used 
in interim statements to shareholders, 
proprietors, or for credit purposes so 
that now the requirement is limited to 
an-ual statements. There has also been 
added to the Code a provision grant- 
ing relief in cases where there has been 
an involuntary decline in the quanti- 
ties of goods with respect to which the 
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taxpayer heretofore elected to apply 
the ‘“‘Lifo” method. 

This is called an involuntary liqui- 
dation and is defined in the new law 
as a decrease or liquidation in inven- 
tory which results from war conditions 
described as: 


(1) Enemy capture or control of the source 
of limited foreign supply; 

(2) Shipping or other transportation short- 
ages; 

(3) Material shortages resulting from pri- 
orities or allocations; 

(4) Labor shortages; or 

(5) Other prevailing war conditions be- 
yond the control of the taxpayer. 


In this connection, a statement in 
the Senate Finance Committee report is 
worth noting. That report states: “If 
other sources of supply or substitute 
labor or material were available to the 
taxpayer, the liquidation shall be 
deemed not to be involuntary.” This 
statement infers that the unavailability 
of certain materials or merchandise may 
not result in an involuntary liquidation 
if substitute materials are available 
without limitation. Just how far one 
can go in substituting one material or 
product for another remains to be seen, 
and it is hoped that the Regulations 
will give us some information on that 
point. For the moment we must bear 
this possibility in mind. 


TAXPAYER Must CHOOSE 


If the taxpayer can show that an in- 
voluntary liquidation has taken place, 
then it may, in its return covering the 
period in which such liquidations oc- 
curred, elect to have the benefits of the 
new relief provision. If it does not so 
elect at the time prescribed therefor, 
it cannot later make that election. 

If the taxpayer elects to apply this 
new section, its return must, neverthe- 
less, be prepared and filed and the tax 
must be paid in the usual manner. 
However, if and when the goods which 
have been liquidated are replaced (pro- 
vided that replacement occurs in a tax- 
able year ending not more than three 
years after the termination of the pres- 
ent war), the taxpayer then becomes 
entitled to a redetermination of the tax 
liability for the year of liquidation in 
which redetermination it will be per- 
mitted to deduct the difference between 


the opening inventory price for that 
year and the cost of replacement. To 
illustrate: If in 1942 the taxpayer's in- 
ventory of material X decreases by 
100,000 units, which are carried in the 
opening inventory at $1.00 per unit, 
and in a later year this decrease of 
100,000 units is replaced at a cost of 
$1.30 per unit, the extra 30¢ becomes 
deductible in the year of liquidation 
and the inventory value of the 100,- 
000 units in the year of replacement 
will be $1.00 per unit. The same re- 
sult is reached, taxwise, as though the 
“Lifo” inventory did not decrease in 


quantity. 


May MAKE SEPARATE ELECTION 
EACH YEAR 


The taxpayer may make a separate 
election with respect to the liquidations 
in each year. Thus, for example, if in 
1942 there is an involuntary liquida- 
tion to the extent of part of the open- 
ing inventory, the taxpayer may elect 
to apply this new" provision with re- 
spect to that liquidation. 

If in 1943 there is a further invol- 
untary liquidation, the taxpayer must 
again elect whether or not it wants to 
apply this new provision to the 1943 
liquidation—it is not bound to follow 
its 1942 election. 

Once an election has been properly 
made for any year it cannot thereafter 
be changed. This is important because 
if the replacement is made at a lower 
ptice, say, 75¢ in the illustration pre- 
viously used, the difference must be 
added to taxable income for the year 
of liquidation. 

Any refunds to which a taxpayer 
may become entitled, as a result of the 
application of this provision, will be 
made in future years regardless of the 
statute of limitations, though if the 
statute has expired, adjustment is lim- 
ited to the effect of this replacement 
adjustment. 


Amortization: 
Important amendments have been 
made in the amortization provisions. 
(1) It has been extended to facili- 
ties acquired by corporations after De- 
cember 31, 1939 and before June 11, 
1940 but a necessity certificate must be 








applied for before April 22, 1943, and 
it must be issued before October 22, 
1943. Likewise, before April 22, 1943 
the taxpayer must notify the Commis- 
sioner, in writing, whether it elects to 
start amortization with the month or 
the year following acquisition. 

(2) It has been extended to indi- 
viduals, partnerships, estates, and trusts, 
as to facilities acquired after December 
31, 1939 and, as to all such facilities, 
a necessity certificate must be applied 
for before April 22, 1943 or six months 
after beginning of construction, which- 
ever is later, and the certificate must 
be issued within nine months after the 
last date for making the application, 
or before October 22, 1943, which- 
ever is later. Written notice as to the 
time for starting amortization, in re- 
spect of facilities acquired before Jan- 
uary 1, 1942, must be given the Com- 
missioner before April 22, 1943. Both 
corporations and individuals may have 
to give such notice before receiving ne- 
cessity certificates. Furthermore, there 
is no statutory provision covering fa- 
cilities acquired on or after January 1, 
1942 in cases of fiscal years ending in 
1942 for which returns have already 
been filed. The Regulations may remedy 
that oversight. 

(3) Refunds will be allowed for 
prior-year overpayments resulting from 
these changes, but no interest will be 
payable thereon. 

(4) If construction, installation, and 
the like, are not completed when the 
emergency ends, amortization will, 
nevertheless, be allowable—the period 
of amortization being that which runs 
from the beginning of the month when 
construction started to the close of the 
month in which the emergency ends. 


UNDISTRIBUTED PROFITS TAXES 
FOR 1936 AND 1937 


Substantial retroactive relief has been 
granted in respect of the undistrib- 
uted income tax of 1936 and 1937 
(not 1938 or 1939). The applicable 
law has been amended to allow a de- 
duction or credit, in determining the 
income subject to such tax: 

(1) Of the amount of the deficit, om a tax 


basis, at the beginning of the year if 
(1) any provision of law or any public 
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regulatory body’s ruling prevented the 
distribution of dividends during the 
existence of a deficit; and (2) the 
provision was in effect prior to May 1, 
1936. Note, particularly, that the credit 
is for only the income tax deficit which 
means any prior capitalization of earn- 
ings through stock dividends and, pre- 
sumably, carry-overs under the San- 
some tule, must be first offset against 
book deficit. If there remains no defi- 
cit, there is no credit even though, un- 
der local law or rulings, the existence 
of the book deficit prevented the pay- 
ment of dividends; 

(2) Of the amount by which the adjusted 
net income of the year exceeds the ac- 
cumulated profits at the end of the 
year (the year’s distributions not be- 
ing deducted). This takes care of the 
case where non-deductible capital losses 
reduced the available earnings so as to 
render all or part of any distribution a 
return of capital rather than a taxable 
dividend. Further, the distribution need 
not have been made to entitle the tax- 
payer to this credit. 


Claims for refund under this amend- 
ment must be made before October 22, 
1943, unless, of course, the statute of 
limitations would, for any reason, not 
expire by that date. In such case, the 
later date prevails. 


EXCESS PROFITS TAXES 
Invested Capital Credits: 

Some of the new provisions are ap- 
plicable to companies using the invested 
capital credit method and some to 
those using the income credit method. 
It is possible that the changes may 
make it advantageous to switch from 
the invested capital to the income 
method. Therefore, one should not 
overlook the changes in the method 
which has not heretofore been used. I 
shall now deal with the changes affect- 
ing companies using the invested cap- 
ital method. 


Exemption Rates: 

The most important change affects 
the rates of exemption which hereto- 
fore were 8 per cent. on the first five 
million dollars of invested capital and 
7 per cent. on the excess. The rates, 
under the 1942 Act, will be as fol- 
lows: 

On the first five million dollars. .8 per cent. 
On the second five million dollars. 7 per cent. 
On the next 190 million dollars. .6 per cent. 


On the excess over 200 million 
IOMAEA Co cece a rerehe oie oe tlciets 5 per cent. 


* 


This change will materially reduce 
the invested capital credit of the larger 
corporations. 


Property paid in but disposed of prior 
to the Taxable Year: 


One bad feature of the original law, 
apparently unintended, related to prop- 
erty originally paid in for capital but 
disposed of prior to the taxable year. 
It was required that such properties be 
taken into invested capital at the basis 
recognized under the existing law, even 
though they may have been disposed 
of during a prior year when, under the 
law applicable to the year of disposi- 
tion, a different, and usually a higher, 
basis was allowed for determining 
gain or loss. Thus, the higher basis 
was deducted in the computation of 
accumulated earnings, while the lower 
basis was included in paid-in capital. 
Under the amendment, such property 
may be included in invested capital at 
the basis recognized in determining net 
income for the year of disposition, 
thus putting the paid-in capital and ac- 
cumulated earnings computations on 
the same basis. 


Deficits of Predecessor Corporations: 


Many of us have come across cases 
wherein a corporation having a deficit 
was reorganized through the transfer 
of its properties to another, with the 
result that the new company started 
with invested capital represented by 
the remaining assets or, in other words, 
the capital paid in to the first corpora- 
tion minus its deficit. Had the first 
company continued, the deficit would 
not have been deductible. This created 
some hardships and has held up some 
reorganizations. 

The inequity has been corrected by 
providing that if certain requirements, 
later described, are met, the new com- 
pany shall add to its capital paid in the 
amount of its predecessor's deficit and 
shall be deemed to have sustained a 
recognized loss of the same amount. 
This assures that the new company’s 
later earnings shall serve to reduce the 
deficit and not further increase the in- 
vested capital until the deficit has been 
recouped. 
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The requirements are: 


(1) The sole considerations (other than li- 
ability assumptions) must be the issu- 
ance to the transferor of its share- 
holders of all the transferee’s stock of 
classes ; 

(2) The assets must take a carry-forward 
basis in the hands of the transferee; 

(3) The tranferor must be liquidated; and 

(4) Immediately after the liquidation, the 
shareholders of the transferor must own 
all the transferee’s stock. 


Thus, you will observe that if bond- 
holders, who are not also shareholders, 
become shareholders as a result of the 
reorganization, the new rule does not 
apply. However, preferred shareholders 
may become common shareholders. 


Revision of Section 751: 

This section has been completely re- 
vised. It covers situations in which, in 
connection with the acquisition of 
property as paid-in capital, liabilities 
are assumed, bonds are issued, or cash 
or other property paid out. The amend- 
ment requires that the taxpayer (trans- 
feree) include in equity invested capi- 
tal the amount of its basis for the 
properties acquired in the specified 
types of reorganizations, minus the sum 
of the following items: 

(1) Liabilities assumed; 
(2) Cash or other property paid out; and 
(3) The amount of indebtedness created by 


the taxpayer as part of the considera- 
tion for the acquisition of properties. 


The requirement to reduce the basis 
of the property acquired by the indebt- 
edness created as part consideration 
therefor is new, as is the requirement 
that cash or other property must be de- 
ducted regardless of whether or not 
the recipient was taxable thereon. 

On the other hand, if the indebted- 
ness created as part consideration meets 
the requirement for borrowed invested 
capital, it may be included therein 
while under the prior law, such indebt- 
edness was not recognized as borrowed 
invested capital. Retroactive applica- 
tion of this change will be optional— 
it is mandatory for fiscal years begin- 
ning after December 31, 1941. 


Tax-free Liquidations of Subsidiaries 
and Similar Transactions: 

Considerable difficulty arose and 

many inequities resulted from the prior 
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provisions of the Internal Revenue 
Code with respect to the effect on in- 
vested capital of the liquidations of the 
subsidiaries when they occurred under 
the provisions of Section 112(b) (6) 
on a non-taxable basis. The law has 
been amended with respect to such 
transaction and has been expanded to 
include other non-taxable liquidations, 
such as might have resulted under the 
provisions of Consolidated Returns 
Regulations or other provisions of the 
prior laws. The technical language is 
very complicated but it can really be 
summed up in a very few words. Such 
liquidations are divided into two 
classes—those which involve on the 
one hand, stock of a liquidated com- 
pany having a cost basis and, on the 
other hand, stock not having a cost 
basis. Dealing, first, with stocks of liq- 
uidated companies having a cost basis, 
this means cases in which the shares of 
the liquidated company were acquired 
without a carry-forward basis. That 
does not necessarily mean acquired in 
that manner by the corporation owning 
the shares at the date of liquidation, 
because there may have been a succes- 
sion or series of transactions, the last 
of which involved a carry-forward 
basis, but the first of which involved 
a cash purchase or some other cost 
basis. A typical illustration of such 
a situation is the case of a company 
that acquired the share of the affiliate 
from another affiliate in a non-taxable 
reorganization. In such cases, the sec- 
ond corporation will have a carry-for- 
ward basis but, from the point of view 
of the group as a whole, the shares 
have a real cost basis. 


ASSETS OF AFFILIATE REVALUED 


Assuming, therefore, that we have a 
situation in which, either directly or 
indirectly, a real cost basis is involved, 
the effect of the new amendment, in 
the straightforward case of the acqui- 
sition of all the common stock, which 
is the only stock outstanding of the af- 
filiate, is to create an invested capital 
that is exactly the same as though the 
assets of the affiliate were acquired in 
lieu of the shares. In effect, all the as- 
sets of the affiliate are revalued at an 
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amount equivalent to what was paid 
for the shares of stock by the then par- 
ent, that amount remains as the paid-in 
capital of the parent company and sub- 
sequent accumulations of earnings or 
deficits are based on the results subse- 
quent to acquisition of the shares and 
determined on the basis of the asset re- 
valuation. Hence, if that revaluation 
involves increasing or decreasing the 
value of depreciable or depletable as- 
sets or of assets that were sold in the 
interim, the depreciation, depletion or 
gain or loss used in determining the 
subsequently accumulated earnings will 
be based on that revaluation, not the 
original tax basis of such assets to the 
liquidated corporation. 

Adjustment on this basis will re- 
sult in what is called a plus or minus 
amount, which will be added to or de- 
ducted from the accumulated earnings 
and surplus or deficit, as the case may 
be, of the corporation receiving the 
properties of the liquidated company. 

I stated that such would be the re- 
sult in the normal simple case. How- 
ever, the statute makes no specific pro- 
vision for cases where in preferred, non- 
voting stock may be outstanding. That 
omission may be remedied by the Reg- 
ulations, when issued. Furthermore, the 
efficacy of this change will depend on 
the wisdom with which it is adminis- 
tered. 

On the other hand, if the shares 
do not have a cost basis, such as would 
be the case, for example, if share- 
holders of corporation “A” trans- 
ferred all their shares to corporation 
“B” in a non-taxable reorganization 
whereby corporation “B” must take 
their basis for the shares of “‘A’”’ thus 
acquired, a different rule is applied. 
In such cases, there must be substi- 
tuted upon liquidation of corporation 
“A” in the determination of the in- 
vested capital of corporation “B,” in 
lieu of whatever amount may be in- 
cludible in ‘‘B’s” invested capital in 
respect of such shares, an amount equal 
to the net tax basis of the assets of cor- 
poration “A.” In other words, under 
such circumstances, the adjustment is 
substantially the same as was required 
under the prior law, except that the 
adjustment must be made regardless 


of its effect, whereas under the prior 
law any deductions in respect of such 
liquidations were limited to the amount 
of the accumulated earnings of the tax- 
payer. The Senate Finance in its re- 
port states that this adjustment is in- 
tended to accomplish the same result 
as under the law prior to amendment, 
but the law as finally enacted falls short 
of that expressed intent, in that, as 
stated, deductions must be made with- 
out reference to the surplus or earn- 
ings of the transferee corporation. 

The provisions of this amendment 
are applicable to taxable years begin- 
ning after December 31, 1941 as a 
general rule, but if the taxpayer so 
elects they may be made applicable to 
all prior excess profits tax returns. If 
the taxpayer makes that election, then 
the former provisions of Sections 
718(a) (5) and 718(b) (4) do not ap- 
ply. If the taxpayer does not so elect, 
those former provisions remain applic- 
able to prior year taxes. 


INCOME CREDITS 


Corporations Having a Poor Base Year 
To Be Benefited: 


There has been considerable com- 
plaint about the requirement that the 
results of the four specified base years 
must be included in determining the 
average, even though zero could be 
substituted for one deficit year. Recog- 
nizing the justice of this complaint, 
the Code has been amended to pro- 
vide that all taxpayers may include for 
the worst year a minimum of 75 per 
cent. of the average income of the 
other three years. Thus, the minimum 
average will be 9334 per cent. of the 
average income of the three best years. 
Of course, if the worst year is better 
than 75 per cent. of the average of 
the other three years, no benefit will 
be obtained under this amendment as 
the straight average will exceed 9334 
per cent. of the average of the three 
best years. This substitution may not 
be used under the growth averaging 
method of Sec. 713(f) 

This method also applies under 
Supplement A where components are 
involved, and whatever the ultimate 
average result may be, the credit will 
still be 95 per cent. thereof. 
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Capital Reduction in Case of Members 
of a Controlled Group: 

When one or more members of a 
controlled group (defined as a chain 
through ownership of either 50 per 
cent. of the voting power or 50 per 
cent. of the value of all shares) uses 
the income credit method, a loophole 
existed in that the member using the 
income credit could invest capital in 
another member using the capital basis, 
thus increasing the latter's credit with- 
out reducing its own credit, though the 
group capital remained unchanged. 

This has been stopped by providing 
that the amount of any net increase in 
the investment in stock of members of 
a controlled group shall be treated as 
a capital reduction—which serves to 
reduce the credit under the income 
method. If, however, investments in 
non-controlled domestic corporations 
are owned and the net increase in 
those items and controlled company 
stock is less than in controlled com- 
pany shares alone, the lesser amount 
becomes the capital reduction. Thus, a 
switch from an investment in a non- 
controlled company to a controlled 
company will result in no capital re- 
duction. 


CHANGES IN SUPPLEMENT A 

Supplement A, which contains Sec- 
tions 740 to 744, has been materially 
altered. There are twelve major basic 
changes. 


Election Eliminated: 

Under the prior statute a taxpayer 
had to elect, in its return when filed, 
whether it desired the benefits of Sec. 
742 (if it was entitled thereto), or to 
have its credit on the income basis 
computed under Sec. 713, which takes 
into consideration only the taxpayer's 
own income. This need for the making 
of an election has been eliminated, 
and the Code now states that the credit 
shall be the amount based on the tax- 
payer's own income as computed under 
Sec. 713 or on the combined income 
of the taxpayer and its components 
computed under Supplement A, which- 
ever is larger. 


Growth Method Permitted: 
Equally important, there has been 
added to Sec. 742 a formula that is 


the counterpart of the growth method 
now contained in Section 713(f). 
Thus, taxpayers which include the in- 
come of components may apply the 
growth method, equivalent to Sec. 713 
(f), so that the average determined 
under Sec. 742 will be the amount 
computed under either the straight 
averaging or growth methods, which- 
ever is greater. 


Income of All Companies Included: 

Another change will permit the in- 
clusion, in determining the income of 
the taxpayer and its components, of 
all income earned by all companies in- 
volved, during the applicable base pe- 
riod. Under certain circumstances, the 
prior law prohibited the inclusion of 
the income of acquiring corporations 
but that prohibition has been elimi- 
nated. 


Constructive Income Permitted: 

Another amendment will permit the 
taxpayer to include, in base period in- 
come computations, a constructive in- 
come for all companies, which did not 
become components before the first 
fiscal year beginning in 1940, if neither 
the taxpayer nor any of its component 
corporations were in existence on De- 
cember 31, 1936. Thus, if all the cor- 
porations which comprise the present 
taxpayer were organized after Decem- 
ber 31, 1936, a constructive income 
will be permitted to be included for 
all companies for the period prior to 
organization. 

However, if one of the corporations 
was in existence on December 31, 
1936, no constructive income will be 
permitted for any corporation. 


Base Period Years Fixed: 

Under the existing law the base 
years of a corporation might vary as 
the taxpayer changed its fiscal year, or 
by reason of the merger of two or 
more companies. The amendment elim- 
inates all these possibilities of change 
by providing that the base years will 
be the calendar years 1936 to 1939, 
inclusive, except that if the taxpayer 
became an acquiring corporation be- 
fore September 1, 1940, its base period 
shall be the same as for its first tax- 
able year ending in 1941. 
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Taxable Years Includible When Fiscal 
Years of the Components Vary: 

The prior provision covering the 
taxable years of components, which 
may be included in the income of the 
acquiring corporation or taxpayer, was 
incomplete and, in some cases, resulted 
in the inclusion of less than 48 months’ 
or 4 years’ income, even though the 
company was in existence for 4 full 
years, yet the result was divided by 4 
to obtain the average. This result, ap- 
parently, was not intended and the law 
has been amended to eliminate this in- 
equity. It now provides that each base 
period year will include the net in- 
come of all corporations comprising 
the taxpayer for all fiscal years or pe- 
riods which began within the base 
year. Thus, for example, if the base 
years are the calendar years 1936 to 
1939 and a component had a June 30 
fiscal year, its income for the fiscal 
year beginning July 1, 1936 will be in- 
cluded in the 1936 base period year; 
the fiscal year beginning July 1, 1937, 
in the 1937 base period year, etc. 

However, difficulties may arise 
where fiscal years were changed or 
short periods are involved. Hence, if 
a fiscal period includible in the man- 
ner previously described should be less 
than 12 months, it is to be annualized 
according to the formula provided for 
the annualization of the income for a 
short-period tax computation. That 
means to put it on an annual basis by 
adding to the short period the actual 
income for the remainder of the 12 
months, or, if that cannot be deter- 
mined, on the basis of a daily aver- 
age. Thus, for example, if one of the 
components started business on Sep- 
tember 1 and adopted a calendar year 
accounting period, that first fiscal pe- 
riod would comprise only 4 months’ 
income. That will be annualized to in- 
clude the equivalent of 12 months’ 
earnings. 

Conversely, a change in a fiscal ac- 
counting period might result in hav- 
ing two fiscal accounting periods start 
within one base year and, if there were 
no limitation, there might be included, 
in the results for that base year, more 
than 12 months’ income. The amend- 
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ment prevents this by providing that 
the income shall be adjusted, under 
rules to be promulgated by the Com- 
missioner, so as to result in the inclu- 
sion of only 12 months’ income. 


Prior Acquisition of Stock for Cash or 
Similar Consideration: 

Another important addition, the 
significance of which seems to have 
been overlooked by some taxpayers, 
has been made. It covers the cases in 
which prior to the transaction which 
creates the component-acquiring-corpo- 
ration status and subsequent to De- 
cember 31, 1935, the taxpayer acquired 
stock of the component corporation 
for a consideration other than the is- 
suance of its own shares. The obvious 
illustration is the case in which the 
taxpayer first acquires all the stock of 
another corporation, operates on a part- 
ent-subsidiary basis for a period of 
time, and then liquidates the subsidiary 
under the provisions of Sec. 112(b) 
(6). If, for all or a part of the base 
period, the taxpayer is permitted to 
include both the earnings of the assets 
used to later acquire the subsidiaries’ 
shares and also the subsidiaries’ earn- 
ings for the same period, there would 
be a duplication of earning power. 

The amendment requires that all or 
a portion of the subsidiary’s (com- 
ponent’s) income must be excluded to 
the extent and in the manner required 
by Regulations to be issued by the 
Commissioner. This prevents the same 
assets from having a double earning 
capacity. 

We will have to wait for the Regu- 
lations to learn just how and to what 
extent the component’s income must 


be excluded. 


Capital Additions and Reductions— 
Section 743 Modified: 

Sec. 743 relates to the recognition 
of capital additions and reductions of 
components and those arising out of 
the transaction whereby the compo- 
ments were acquired by the taxpayer. 
Through an oversight the prior law 
made this section mandatory, regard- 
less of whether the taxpayer elected to 
include’ its components’ income or 
otherwise. It provided that no capital 
increase be recognized by reason of the 


transaction which created the compo- 

nent-acquiring-corporation status. Thus, 

in some cases, taxpayers obtained no 
benefit from the component’s income 

or from the new capital acquired as a 

result of the transaction. 

The Code now provides that Sec. 
743 is applicable only to the computa- 
tion of the credit under Supplement A. 

Furthermore, the provisions have 
been more carefully developed so as to 
provide, in effect, that: 

(1) The capital additions or reductions of 
each component, prior to the take-over, 
shall be recognized as capital additions 
and reductions of the acquiring com- 
pany, except that no addition or reduc- 
tion will be recognized with respect 
to transactions between the component 
and its acquiring corporation or an- 
other component. Furthermore, no cap- 
ital addition will be recognized as to 
the component for stock of the tax- 
payer or another component paid in to 
it, and 

(2) With respect to the acquiring corpora- 
tion, no capital additions or reductions 
will be recognized with respect to 
transactions with its components or in 
respect of shares of its components 
paid in to it by their shareholders. 


Double Use of Same Income: 


A possible loophole under the prior 
law, whereby the base period income of 
a corporation might be used to meas- 
ure the credit of two companies, is 
eliminated. Such a possibility existed if 
a corporation transferred all its prop- 
erties to another corporation under a 
transaction which made it a component 
and received stock of the acquiring 
company but later sold that stock and 
resumed business operations. The ac- 
quiring company could use the com- 
ponent’s base period income and so 
could the component. This possibility 
has been eliminated by the new pro- 
visions. 


Effective Date of These Amendments: 

It is provided that the amendments 
to Supplement A which I have just 
described, except the one last discussed 
(relating to the double use of the same 
income), will be applicable to taxable 
years beginning after December 31, 
1941, except that taxpayers may, under 
rules and regulations to be prescribed 
by the Commissioner, elect to make 
these new provisions retroactive to all 


taxable years subject to excess profits 
tax. Retroactive application of the 
amendment relating to the double use 
of the same income is mandatory. 


GENERAL RELIEF SECTION 


The General Relief Provision, Sec- 
tion 722, which permits a reconstruc- 
tion of the average base period earn- 
ings for the purpose of determining 
the excess profits tax credit, has been 
amended in two major respects: 


(1) To broaden the circumstances which 
will entitle a taxpayer to relief and 
the method of reconstructing the in- 
come which will produce it; and 

(2) To remove the limitations on the 
amount of tax-saving which may re- 
sult from the application of that sec- 
tion. 


Circumstances Which Entitle a Tax- 
payer to Relief: 

The most important changes are 
those which involve the circumstances 
entitling a taxpayer to relief and the 
manner of determining the constructive 
income. In addition to the cases previ- 
ously recognized these have been 
added: 


(1) Cases in which the taxpayer’s business 
or the industry of which it was a part 
was depressed because of unusual, 
temporary economic circumstances. A 
typical illustration of the first of these 
two situations is the case of a tax- 
payer that formerly sold all or substan- 
tially all its output to one customer, 
lost that customer, had to seek other 
customers and, during the period it 
was required to do so, its earnings 
were very much less than either be- 
fore or after. That is a temporary, 
economic circumstance unusual in the 
case of the taxpayer. As for unusual 
circumstances affecting an industry, a 
price war temporarily depressing the 
earnings of all its members, is the best 
illustration, 

(2) Cases. in which the profit cycle pre- 
vailing in the industry in which the 
taxpayer is a member differs materially 
in length and amplitude from the gen- 
eral business cycle. Certain heavy in- 
dustries, such as the machine tool in- 
dustry, are the best illustrations of 
industries whose prosperous business 
cycles are shorter in duration than in 
the case of most taxpayers. 

(3) Cases in which the general history 
of the business shows that it involves 
sporadic or intermittent periods of high 
production and profit and such periods 
of high production and profit are in- 
adequately represented in the taxpay- 
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Sec. 722 had to be, as a minimum, 6 
per cent. of the normal tax net income 
and, furthermore, the tax that was pay- 
able, if it did exceed the 6 per cent. 
limitation, was the tax computed under 
the relief section, plus 10 per cent. of 
the tax that would have been payable 
without benefit of the relief section. 
Also, the average annual income, as 
reconstructed, was limited to the 
amount of the income of the last base 
year. All these limitations have been 
removed so that all that is necessary 
now is to reconstruct the base period 
income and compute the tax accord- 
ingly. It is my expectation that the re- 


relief but the relief was based on 
capacity for production at Janu- 
ary 1, 1940. The law has now 
been extended to include the re- 
sult of any course of action to 
which the taxpayer was commit- 
ted before January 1, 1940. A 
typical illustration of the benefits 
of this change is the taxpayer who 
contracted toward the end of 1939 
to construct additional plant facil- 
ities but did not accomplish that 
before the end of the year. Let 
us go further and say that noth- 
ing was done except the signing 
of the contract. Prior to the amend- 
ment, it could not reconstruct its 
earnings on the basis of a capacity 
to operate or produce that in- 
cluded such additional plant fa- 


er’s base period. A typical illustration 
of this type of case is the canning in- 
dustry. Companies in that business usu- 
ally expect to earn very large profits 
in certain years and sustain losses or 
earn little or no profit in other years. 
That has been the experience of the 
industry. If, for example, an examina- 
tion of the past history of any tax- 
payer indicates that it should have, on 
the average, two good years out of four 
but in the base period it had only one 
good year out of four, it would be 
entitled to relief. 

While the law previously contained a 
provision that a change in the charac- 
ter of the business entitled a taxpayer 
to relief, several changes have been 
made therein: 

(1) It is specifically stated that a 
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change in the operation or man- 
agement of the business consti- 
tutes a change in character; 

Relief may be granted if the tax- 
payer began business immediately 
prior to the base period, whereas 
in the past relief in that respect 
was limited to taxpayers beginning 
business during the base period. 
However, if the taxpayer began 
prior to the base period, it must 
show that its average base period 
income does not reflect normal 
operations. It would not unless 
it took over a going business be- 
cause all new businesses require 
some little time to develop. 


(3) The taxpayer is given a running 


start and the reconstructed income 
is to be computed as though the 
taxpayer had started business or 
effected the change two years 
prior to the time it actually did 
so. What does this mean? Usu- 
ally, changes in methods, manage- 
ment or products or substantial 
increases in facilities do not pro- 
duce normal earnings for some 
little time. Reconstructed income 
will now be based on earning 
capacity two years after the change 
or beginning of business. Let me 
illustrate with the case of a com- 
pany starting a new merchandis- 
ing business in December, 1935. 
It is likely to make little profit, 
perhaps sustain a loss for 1936 
and 1937. By 1938 (other things 
being equal) it will have become 
established and earning, if not 
normal profits, at least more prof- 
its than the first two years pro- 
duced. Its income for 1936 and 
1937 will be reconstructed to de- 
velop what it would have earned 
during those years if it had started 
in December 1933 and, hence, by 
1936 was as well established as 
it was in 1938. 


(4) The law previously recognized a 


change in capacity for produc- 
tion as a circumstance justifying 


cilities but the new amendment 

will permit the taxpayer to re- 

construct income on the basis of 
including the capacity of such fa- 
cilities even though they may not 

have been completed until 1941 

or later. 

(5) There has also been added a gen- 
eral provision under which relief 
may be granted if any other com- 
parable factor affecting the tax- 
payer’s business results in an in- 
adequate standard of normal earn- 
ings during the base period. 

(6) Finally, specific provisions have 
been added to grant relief in 
cases where the taxpayer must use 
the invested capital credit method 
because it was not in existence 
at January 1, 1940. Taxpayers lim- 
ited to the invested capital method 
may obtain relief if they can show 
that either: 

(a) The business is of a class 
in which intangible assets, 
which are not includible in 
invested capital, make im- 
portant contributions to in- 
come; or 
The business is of a class in 
which invested capital is not 
an important income-produc- 
ing factor; or 
(c) The invested capital is ab- 

normally low; a typical illus- 
tration of this type of a case 
being one in which a tax- 
payer leases a plant that cost 
much but uses practically no 
other capital in its opera- 
tions. 
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In such cases, however, the form of relief 
is not to determine a constructive in- 
vested capital but to determine a con- 
structive average base period net income. 


Removal of Limitations on the Amount 
of the Relief: 

Prior to the recent amendment, the 

tax payable under the application of 


constructed earnings of the base years 
will have to be averaged on a straight 
basis and that the “growth” formula 
will not be permitted. 


Retroactivity: 


These changes in Sec. 722 are retro- 
active to the first excess profits tax year, 
and claims must be filed not later than 
six months after the date prescribed 
by the law for the filing of the return, 
or if the application relates to a tax- 
able year beginning after December 
31, 1939, and before January 1, 1942, 
before April 22, 1943. Unfortunately, 
the law does not say whichever date 
is later so if a taxpayer has a fiscal 
year beginning December 1, 1941, and 
ending November 30, 1942, the 
amendment may require the filing of a 
claim before April 22, 1943, even 
though the return is not due until Feb- 
ruaty 15, 1943. That gives about two 
months if no extension is obtained for 
filing the regular return. It is doubted 
that this was intended but it seems to 
be the result. Perhaps, the Regulations, 
which the Commissioner is authorized 
to issue, will clarify the situation. 


SPECIAL RELIEF TO CERTAIN 
TYPES OF TAXPAYERS 
Further special relief section, num- 
bered 735 and 736, have been added. 
These give specific relief relating to 
current year income. 


Installment Sales: 


Many taxpayers reporting on the in- 
stallment basis are finding that because 
of the restrictions on the granting of 
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credit they must now collect a very 
much larger percentage of current year 
sales. This large percentage of current 
year sales, plus the collection of in- 
come in prior years sales, abnormally 
inflates the current year’s income and 
may indicate excessive profits where 
none, in fact, exist. Such taxpayers are 
granted, under certain circumstances 
which I shall not attempt to detail, 
the right to revert to the accrual basis 
for excess profits tax purposes. If they 
do that, they must continue on the 
accrual basis. In determining the ac- 
crued income, account is taken only of 
the current year’s sales. 


Long-Term Contracts: 

That relief is in new Section 736 
which also grants relief to taxpayers 
performing long-term contracts, which 
require more than 12 months to com- 
plete. If it is not normal for them to 
operate under long-term contracts or, 
if it is normal for them to do so but 
the gross income in the taxable year is 
in excess of 125 per cent. of the aver- 
age for the four previous taxable years, 
they may change over from the com- 
pleted-contract basis to the percentage- 
of-completion method of determining 
taxable income. While this provision 
is generally applicable only to taxable 
years beginning after December 31, 
1941, taxpayers concerned with the 
long-term contract provisions may elect, 
within six months after the enactment 
of the Act, to make the provisions 
retroactive to the first excess profits 
tax taxable year, in which event, of 
course, all intervening years must be 
computed on the same basis. It is fur- 
ther provided that if this method is 
adopted, no income from such long- 
term contracts shall be regarded as ab- 
normal income under the provisions 
of Sec. 721. That is necessary because, 
otherwise, there would be a double ad- 
justment for the same income. 


MINING AND TIMBER COM- 
PANIES 


New provisions have been added to 
exempt certain income of mining and 
timber companies. One covers the 
bonus payments to mining companies 
by Government Agencies. Such bonus 


payments are exempted from excess ‘ 


profits taxes for all fiscal years begin- 
ning after December 31, 1940. 

Relief is also granted in taxable 
years beginning after December 31, 
1941, in respect of income other than 
bonus payments. Five steps are in- 
volved in determining the relief: 


(1) The excess output must first be ascer- 
tained. That is the excess of the cur- 
rent-year production over the annual 
average output during taxable periods 
beginning after December 31, 1935 
and before January 1, 1940. The yard- 
stick is the output from the property 
whether by the taxpayer or anyone 
else and, by the way, these determina- 
tions are made separately for each 
property and underproduction from one 
property is not offset against excess 
production from another. 

(2) The relationship, in percentage, of the 
excess output to the sum of the re- 
coverable units at the end of the tax- 
able year, plus the excess output for 
that year, must then be ascertained. 
Thus, if the excess output is 1,000,000 
tons and the recoverable units at the 
year-end are 4,000,000, the sum of the 
two is 5,000,000 and the ratio of ex- 
cess to total is one-fifth or 20 per 
cent. 

(3) A fixed statutory table then exempts 
a portion of the excess output, depend- 
ing on the aforementioned ratio, rang- 
ing from zero if the ratio is under 5 
per cent. to all the excess output if 
the ratio is over 50 per cent. Applying 
the appropriate exemption rate (which 
is 80 per cent. in the illustration where 
the excess ratio is 20 per cent.) to the 
excess production gives the exempt 
excess production. 

(4) The next step is to determine the nor- 
mal profit per unit. This is the aver- 
age profit earned (after depletion 
charges) during the same base period 
used to determine normal output. 
The exempt excess output is then mul- 
tiplied by this normal profit and the 
result is the income exempted from 
excess profits taxes—but it is limited 
to the actual income realized during 
the year from the total excess (not 
exempt excess) production. 
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If bonus payments are received with 
respect to any part of the exempt ex- 
cess output, the taxpayer may elect to 
exempt either the normal income, de- 
termined in the manner described, or 
the bonus payment with respect there- 
to but may not exempt both. This pro- 
vision applies to all metals, coal and 
a number for specified non-metallic 
substances, which need not be repeated. 
Coal and iron miners are given the 


further option of exempting one-half 
the normal profit on all the excess out- 
put instead of al] the normal profit 
on a part of the excess output. Other 
miners do not have that option. 

In the case of timber blocks, how- 
ever, the exempt income is limited to 
one-half the normal income on ail the 
excess output. 

Mining companies will also be 
happy to learn that the provision re- 
quiring them to elect between cost and 
percentage depletion has been repealed ; 
that past elections are no longer bind- 
ing; and that hereafter they may de- 
duct depletion on either basis, which- 
ever results in the larger deduction. 


Adjustment in the Case of Inconsist- 
ent Positions: 


Section 734 relating to tax adjust- 
ments, when inconsistent positions are 
taken, has been improved by five basic 
changes: 

(1) The right of either party to withdraw 
from the inconsistent position is now 
stated in the Law. 

(2) The term “predecessor” is now con- 
fined to: 

(a) A component as defined in Sup- 
plement “A” (This, in certain 
circumstances, may include an in- 
dividual or partnership.) 

(b) A person, which includes a part- 
nership or corporation, which on 
April 1, 1941 owned 80 per cent. 
of the common stock and 80 per 
cent. of all other classes of stock 
of the taxpayer. 

(c) Any of the foregoing in an un- 
broken series, if not the imme- 
diate predecessor. 

(3) In the event of a refund to the tax- 

payer, any amount in excess of the ex- 

cess profits tax due for the first year 
of application is carried forward as an 
offset against future years’ taxes. 

The interest adjustment is treated as 

a taxable item (deductible or includ- 

ible as the case may be). 

The burden of proof is placed on the 

Commissioner if he seeks to invoke the 

benefits of Section 734. 
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CAPITAL STOCK AND DECLARED- 
VALUE EXCESS PROFITS TAXES 


After having been kicked around in 
various Committee hearings, reports 
and bills, the Revenue Act of 1942 
finally emerged with the retention of 
the capital stock and declared-value 
excess profits taxes. However, it was 
retained on the basis that taxpayers 
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must annually redeclare a value for 
capital stock. This new value then be- 
comes the basis for the declared-value 
excess profits tax. 

With respect to the latter tax, some 
changes have been made. It is now 
specifically provided that if the taxable 
period is less than 12 months on ac- 
count of a change in the taxpayer’s 
accounting period, the net income for 
that short period must be placed on 
an annual basis under a method sim- 
ilar to that provided in connection with 
corporate income tax; surtax, and ex- 
cess profits taxes previously discussed. 
It is also to be noted that this amend- 
ment requiring annualization in the 
manner described is retroactive to tax- 
able years beginning after December 
31, 1939. 


THE VICTORY TAX 


The Victory Tax is important to you 
in two respects; as a taxpayer you will 
be liable for its payment, and the busi- 
nesses you represent will be respon- 
sible for withholding it. 


The Tax Liability: 

The Victory Tax becomes effective 
with taxable years beginning after De- 
cember 31, 1942, and is levied at the 
rate of 5 per cent. on what is described 
as “The Victory Tax Net Income’ of 
every individual, estate or trust. It is 
not leviable on corporations or on part- 
nerships as such. Partners will be liable 
as individuals on their distributive 
shares of the partnership income. 

The basis of the tax, to state it 
briefly, is the gross income (not in- 
cluding capital gains), less any ex- 
penses, interest, taxes, and the like, to 
the extent that they are incurred, in 
carrying on a trade or business, or the 
production or collection of income, or 
the management, conservation or main- 
tenance of property held for the pro- 
duction of income. Bad debts, however, 
are deductible to the same extent as 
they are permitted for ordinary income 
tax purposes, regardless of their rela- 
tionship to a trade or business or the 
production of income, and so on. In 
addition, the alimony deduction is al- 
lowable. The result of making the 
foregoing deductions is the Victory 


Tax net income against which every 
individual is allowed a credit of $624. 
On the balance the Victory Tax of 5 
per cent. is computed. Of the tax so 
payable, every taxpayer will be entitled 
to a refund to be paid as soon as prac- 
tical after the cessation of hostilities, 
in the following percentages or 
amounts: 


(1) In the case of a single person—25 
per cent. of the Victory Tax, or $500, 
whichever is the lesser. 

(2) In the case of a head of a family or 
matried persons filing a joint return, 
40 per cent. of the Victory Tax or 
$1,000, whichever is the lesser. 

(3) In the case of married persons filing 
separate returns, 40 per cent. of the 
Victory Tax, or $500, whichever is 
the lesser. 

(4) For each dependent recognized for 
income tax purposes, 2 per cent. of 
the Victory Tax, or $100, whichever 
is the lesser. 

(5) In the case of a change in the marital 
status or dependents, these credits are 
to be prorated. 


Under certain circumstances, tax- 
payers may obtain the immediate bene- 
fit of this post-war credit or refund in 
that they will be allowed a credit 
against the Victory Tax for each year, 
for the following items: 


(1) The amounts paid as premiums on 
life insurance in force on September 
1, 1942 upon the taxpayer’s own life, 
the life of his spouse or the life of any 
dependent. 

(2) The amount of the net reduction in 
the taxpayer’s indebtedness below the 
lowest indebtedness outstanding dur- 
ing the period beginning September 1, 
1942 and the close of the preceding 
taxable year. 

(3) The amount by which the obligations 
of the United States owned by the 
taxpayer on the last day of the tax- 
able year exceeds the amount of such 
obligations owned December 31, 1942, 
or the highest amount of such obliga- 
tions owned on the last day of any 
prior taxable year ending after De- 
cember 31, 1942. The “obligations” 
recognized are those which the Secre- 
tary of the Treasury may prescribe by 
Regulations. 

The amount of this credit is limited 
to the amount of the potential post- 
war refund previously described, and 
the amount of the post-war refund is 
reduced by the amount of any such 
credit claimed. Thus, taxpayers will 
get immediate credit for these items, 
or the post-war refund, but will not 
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get both. Returns covering this tax 
are to be filed at the same time as or- 
dinary income tax returns. 


Withholding the Tax: 


Withholding is required only with 
respect to wages, salaries and compen- 
sation, except when paid for agricul- 
tural labor, domestic service in a pri- 
vate home, college club or college 
fraternity or sorority, for casual labor 
not in the course of the employer's 
trade or business, and a few other lim- 
ited circumstances. Subject to these ex- 
ceptions, the tax must be withheld by 
every payer of such wages. The tax to 
be withheld may, at the employer's op- 
tion, be withheld on one of two differ- 
ent bases. First, it may be at the rate 
of 5 per cent. of the payment in excess 
of the specified exemption which is 
$12.00 per week. Comparable deduc- 
tions are allowed for other payroll pe- 
riods, such as, $24.00 for a biweekly 
payroll, $52.00 for a monthly payroll, 
and so on. 

The alternative method provides 
certain block schedules under which 
flat amounts are to be withheld in ac- 
cordance with the payroll block. Sep- 
arate schedules are provided for four 
different payroll periods, to wit, weekly, 
biweekly, semi-monthly and monthly. 
The blocks provided range up to $200 
on weekly payrolls, $500 for biweekly 
payrolls, and $1,000 for monthly pay- 
rolls. Illustrative of these block sched- 
ules is the weekly payroll plan under 
which, for instance, on wage payments 
from $12.00 to $16.00, 10c tax is to 
be withheld; from $16.00 to $20.00, 
30c is to be withheld. Employers will 
very likely find that it will be simpler 
to figure the withholding under the 
block schedule than to attempt to take 
an exact 5 per cent. of the pay in ex- 
cess of the exemption. 

The tax so withheld is to be paid 
to the Treasury quarterly by the end 
of the month following the close of 
each quarter. On or before January 31 
following the end of each calendar 
year, every employer must furnish each 
employee a written statement or re- 
ceipt showing the wages paid, the tax 
withheld, and the period covered 
thereby. 
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Careful Handling of Credits 
Essential in Government 
Contracting 


These paragraphs are culled from an 
address delivered by Mr. George J]. 
Thomas before the Bridgeport Control 
on October 7. Mr. Thomas is treas- 
urer of Collier Corporation and also of 
Patterson Arms Company, of Spring- 
field. His subject was “War Contract 
Financing and War Contract Cost.” 


Reviews of credits in the various ac- 
counts of our companies by govern- 
ment auditors will be thorough. Many 
of these credits, we may find, have 
been distributed by our accounting de- 
partments as something separate and 
apart from the individual contracts 
that may be subject to government au- 
dit, and therefore, may result in a 
shock when the final accounting is 
made. 

Care must be exercised, when work 
is being carried on by the same concern 
at both a fixed price and cost plus con- 
tract, not to load the cost plus contract 
with questionable cost items. The gov- 
ernment auditor will be on the watch 
for that, and it is, therefore, in order 
to review some of the credits that may 
be misapplied in companies dealing 
with private work and government 
contracts, and between contracts of this 
nature being handled by the same 
company for different branches of the 
government service. 

Scrap which has been sold must be 
accounted for by the job in which it 
has been produced so that proper cred- 
its can be applied to these respective 
jobs. Also, there is a good possibility 
that government examiners may rfe- 
quest that scrap developed by subcon- 
tractors from materials furnished by 
government funds be sold and proper 
credits given to the government 
through subcontractor and prime con- 
tractor for the benefit of the govern- 
ment. 

When scrap parts or salvage from 
one job is used to make repairs or to 
fill some need on another job, the gov- 
ernment will look for credit for the 


use of this material if it can be easily 
identified, in the case of boiler plate 
used in ship repairs. 

When government facilities, because 
of lack of work temporarily or for 
other reasons, are called upon to pro- 
duce commercial products in the con- 
tractor’s plants, the government will 
seek to receive a rental credit for the 
use of such machines. 

When a contractor makes charges 
against suppliers for delay in delivery 
or for defective work of suppliers, 
such credits received must be passed on 
to the government. 

Similarly, when excessive mainte- 
mance or repair costs resulting from 
failure to maintain assets in peace time 
are observed by an audit, such exces- 
sive maintenance will be disallowed as 
a cost by the government and a refund 
will be demanded. 

Among the other types of credits to 
be reviewed and considered in the 


light of possible government claims 
are the following: 


. Insurance refunds. 

. Merit rating refunds. 

. Employee pension plan credits. 

. Income from commissary. 

. Employees rents. 

. Compensation income. 

. Unclaimed wages. 

. Returned containers 

Volume price adjustments. 

. Purchase rebates. 

. Excessive piece rate earnings caused 
by trainer being given the credit 
for apprentice work. 

12. Double rates for Sunday when a 
day is given off in the middle of 
the week. 

13. Payrolls which clearly indicate 

nepotism is prevalent will be sub- 

ject to credit adjustment in favor 
of the government. 


— 
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“AN INTRODUCTION TO BUSINESS,” 
by Melvin L. Anshen, MacMillan, New 
York, 651 pages, $4.00. By a professor of 
marketing in Indiana University. 


“THE AMERICAN WAY OF LIFE”; and 
Institutional Patterns and Social Problems, 
by Harry Elmer Barnes and others, Pren- 
tice-Hall, New York, 823 pages, $5.00. An 
analysis of America’s social problems, from 
taxes to sex, shown against the background 
of the present war. 





Controllership Problems 





PUBLICATIONS 
OF THE CONTROLLERS INSTITUTE OF AMERICA 


“Wartime Planning to Meet Postwar Problems” 
A 55-page report by The Institute’s Committee on Postwar 


“Controllers’ Manuals of Instruction” 
“Controllership: Its Functions and Technique” 
“One Hundred Questions and Problems on Controllership” 


“Papers and Addresses, Tenth Anniversary Meeting” 


September, 1942 $1.00 
October, 1941 72 Pages $1.00 
August, 1940 134 Pages $2.08 
October, 1940 43 Pages $1.00 
December, 1941 270 Pages $1.50 
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YOU CAN RENT COMPTOMETER EQUIPMENT! 


¢ Poor chap! He got thirty days in the jug for abacus-snatching — 
when he could have rented a Comptometer adding-calculating 
machine! 


¢ Even though you find it difficult (or impossible) to purchase new 
Comptometers, you may arrange to rent some machines through 
your local Comptometer Co. for short periods of time. 


¢ See your local Comptometer Co. representative — ask him to ex- 
plain this important and economical service. Or, if you prefer, write 


direct to Felt & Tarrant Mfg. Co., 1734 N. Paulina St., Chicago, Ill. 


“UNCOLLECTED SCRAP means UNDEREATED AXIS!” C OMPT OMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES AND METHODS 








SEC's Opinion on Accounting Treatment 
of Refund of Excess Profits Tax 


The accounting opinion of the Se- 
curities and Exchange Commission, as 
to the treatment to be given in finan- 
cial statements of the 10 per cent. re- 
fund of the Excess Profits Tax, for 
which provision is made in the 1942 
Federal Revenue Act amendments, has 
been made public. It was written by 
Mr. William W. Werntz, chief ac- 
countant of the Commission, in re- 
sponse to an inquiry. The opinion was 
made public on December 19. 

The release of the SEC reads: 


“The Securities and Exchange Com- 
mission today made public an opinion 
of its Chief Accountant in its Account- 
ing Series relative to the manner in 
which post-war refunds of Federal ex- 
cess profits taxes should be treated in 
financial statements. 

“The opinion, prepared by William 
W. Werntz, Chief Accountant, in re- 
sponse to an inquiry, follows: 


“You have inquired with respect to 
the propriety of the manner in which the 
company proposes to reflect in its financial 
statements the post-war refunds of Fed- 
eral excess profits taxes which are pro- 
vided for by section 250 of the Revenue 
Act of 1942.7 You state that the corpora- 
tion’s tax return will indicate that the 
corporation will be subject to an excess 
profits tax of $1,000,000, that the com- 
pany will therefore be entitled under the 
statute to a post-war refund credit 
amounting to $100,000, and that within 
three months after the payment of the 
tax the company will be entitled to re- 
ceive bonds of the United States in an 
aggregate face amount equal to the credit 
so established. You note that the Act 
provides that such bonds shall bear no 
interest, and only after, and not before, 
cessation of hostilities in the present war 
may the bonds be transferred by sale, ex- 
change, assignment, pledge, hypotheca- 
tion, or otherwise. 

**As I understand it, you propose to 
deduct in your profit and loss statement 
excess profits taxes in the amount of 
$900,000, the net amount of such taxes 
ultimately payable. However, disclosure 
will be made of the gross amount of the 
tax and of the net credit thereagainst. 
Concurrently, you propose to set up an 
asset account in the amount of $100,000 
to reflect the amount receivable as a 


post-war refund and to reflect $1,000,000 
as a current liability. When bonds are 
received the caption of the account will 
be altered to indicate that fact. You thus 
propose to treat the total amount payable 
as, in effect, partially a payment of taxes 
and partially, to the extent of the post- 
war credit, as an investment in a special 
type of government bonds. 

“‘Upon the basis of the facts stated, 
the treatment you propose is, in my opin- 
ion, in accordance with sound and gen- 
erally accepted accounting principles and 
practice and should be followed. How- 
ever, in view of its special characteristics, 
the amount receivable as a post-war re- 
fund should not, in my opinion, be pres- 
ently classified as current assets or invest- 
ments, but should rather be shown among 
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“other assets’. 


* New Part III, comprising sections 780- 
783, Subchapter E of Chapter 2, Internal 
Revenue Code. 


PROCEEDINGS OF ANNUAL 
MEETING AVAILABLE 


The Proceedings of the Eleventh 
Annual Meeting of The Controllers In- 
stitute of America were mailed this 
month to members of The Institute. It is 
a paper covered volume of 248 pages. 

The papers, address and discussions 
which make up these proceedings are, 
in these war times, of exceptional in- 
terest and value not only to controllers 
and financial officers but to all corpora- 
tion officers and managers of busi- 
nesses, large and small. 

Copies of the Proceedings are available 
to non-members of The Institute at $1.50 
each, upon application to The Institute's 


National Office, as 1 East Forty-second 
Street, New York City. 


The Annual Meeting was attended 
by 1,500 members and visitors, over a 
period of three days. The program 
included many government officials 
who gave the latest word of interpre- 
tation of rulings and procedures pre- 
scribed by governmental agencies. 


“ECONOMIC SERIES NO. 18—EFFECTS 
OF THE WAR ON BRITISH MARKET- 
ING,” published by the United States De- 
partment of Commerce. Copies available 
from the Superintendent of Documents, 
Washington, D. C. 15 cents. 
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Wholesale prices in Great Britain rose 
61 per cent. from the outbreak of war to 
February, 1942, and the cost of living in- 
creased by 29 per cent., according to this 
brochure released in June by the Depart- 
ment of Commerce. 

It is pointed out, however, that during 
the year 1941 price indexes were relatively 
stable, the total wholesale price index ris- 
ing only four per cent. and the cost of liv- 
ing a little less than two per cent. Whole- 
sale food prices advanced about four per 
cent., while retail food prices declined al- 
most five per cent. as supplies increased un- 
der lend-lease shipments and price controls 
were tightened. Payment of subsidies at the 
rate of one hundred million pounds sterling 
annually has also been a factor in the de- 
cline in food prices. 

The publication describes the various 
laws, regulations and activities affecting 
distribution in the United Kingdom and the 
effects of these measures upon the market- 
ing system of that country. Methods used 
to control prices in Britain are outlined and 
their effect evaluated in terms of the move- 
ment of prices and profits. The nature and 
extent of the reduction in consumers’ goods 
are discussed, together with the manner in 
which distributors have been affected by 
these war measures. 

Effects of the war on retailing are cov- 
ered under these headings: Expenses, de- 
livery and credit, personnel problems, sales 
volume, profits, reduction in number of te- 
tailers and restrictions on the opening of 
new stores or adding new lines. War's ef- 
fects on packaging, advertising and manu- 
facturers’ brands are noted. Taxation and 
the general fiscal control of the price level 
are separately discussed in the appendix. 
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of records VISIBLE at a glance! 


This is no record-keeping dream! ... but a clearcut reality, enabling you to keep up 
to 5,000 records within a single tray—more than double the capacity of any other 
known card visible record-keeping system for machine or hand posting. 


But compact capacity is only part of the amazing story of V/SJrecord superiority. Com- 
plete 3-dimensional visibility is the primary feature that makes instant recognition 
possible, makes withdrawing and replacing of cards child’s play, achieving this simplicity 
and efficiency without the use of clamps, pockets or wires. 


A card-out control spots missing cards within the flicker of an eyelash—that’s how com- 
pact and visible ’JSJrecord, “The World’s Fastest Visible Record Keeping System,” is. 
Up to 40,000 records available to one operator in a sitting position . . . and the same 
efficiency and visibility applies to BOTH sides of the cards! 


Costs 43 to ¥% less than other visible equipment to install and maintain; requires half 
the labor and half the space of other types... and you have unrestricted choice of card 
sizes. You simply must get a demonstration of //SJrecord invincibility. Write—right 
now—for Booklet 40, “Keep These Vital Records Up to the Minute.” 
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Current Economic Control in Meat Industry 


Mr. Thorne is economist of Wilson 
& Company, Chicago, and is regarded 
as an authority on economic problems 
of the meat industry. He is a native 
of Missouri, a graduate of Missouri 
Agriculture College, with an M.A. de- 
gree in economics. He has served the 
Department of Agriculture, and the 
Agricultural Adjustment Administra- 
tion, in various capacities. 

—THE EpITor 


From the landing of the pilgrims at 
Plymouth Rock to the present time, it 
has never been the misfortune of the 
American people to undergo a serious 
food shortage. This land has always 
been a land of plenty. We are all 
familiar with the so-called surplus 
problem in farm products that has re- 
ceived national attention over the past 
fifteen or twenty years. 

For many years we have commonly 
referred to this great Middlewestern 
area or cornbelt as the “bread basket” 
of the nation. Today, we can well re- 
vise this slogan, for we are now in a 
very real sense the bread basket of the 
United Nations. 

This long history of abundant food 
supplies quite naturally results in great 
national concern when, as in a period 
like the present, there are major food 
problems and possibilities of shortages. 
Particularly has the meat situation re- 
ceived front page attention and been 
widely discussed among our people. 

I should like to begin our discus- 
sion with a review of the cold facts in 
the meat situation. 


A. MEAT SITUATION 
FACTS 


I. There is clearly no shortage in 
meat production compared with 
historical standards. 


a. Farmers have done a marvelous job 
increasing meat animal numbers. 

b. Cattle slaughter this year will be the 
largest on record, about 14 per cent. 
greater than last year and 4 per cent. 
larger than the previous record in 
1918. 


By G. B. Thorne 


c. Slaughter of calves this year will be 
7 per cent. larger than in 1941 and 
nearly up to the record number in 
1937. 

d. Around 15 per cent. more sheep and 
lambs will be slaughtered this year 
than a year ago, which was the previ- 
ous record number. 


e. The increase in hog slaughter is even 
greater this year and will exceed last 
year by around 17 per cent. and top 
the 1924 record by 1 or 2 per cent. 
Furthermore, hog slaughter in the cur- 
rent marketing year, beginning last 
October, is expected to show an in- 
crease of from 25 to 30 per cent. over 
the corresponding 1941-42 year. 


f. Obviously, therefore, we cannot blame 
the prospective limited meat supply 
on any lack of production of meat ani- 
mals in this country. 


II. Why, then, are we faced with a 
meat problem and curtailed sup- 
plies? There are three reasons. 


a. Liberal quantities of meat must 
be provided for our armed forces here 
and abroad, now numbering probably 
around 5 million men, and headed for 
10 million by January, 1944. 

(1) Meat for our soldiers, sailors, and 
marines is purchased on the basis of 
a pound a day per man, which is 
more than double our average per 
capita consumption in this country. 
Meals for our armed forces are 
planned around good meat because 
there is no better single kind of food 
for strength, vitality, proteins and 
vitamins—and men like meats; or 
to put it another way, we have the 
best fed army in the world. 

(2) Meat for our armed forces abroad 
is provided mostly in cans, includ- 
ing the various special rations, and 
consequently takes relatively more 
from the meat supply than would 
meat on a fresh basis. 


b. The requirements of meat for 
shipment to our Allies under the lend- 
lease program are very heavy. More 
than two billion pounds of pork and 
close to one billion pounds of lard 
have been purchased for this purpose 
by our Government since March, 1941. 
Pork has been the principal item, but 
recently large quantities of other meat 
products have been bought. 
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(1) Lend-lease shipments in the past 
have been largely to Great Britain, 
but increasing amounts are going to 
Russia. England lost her principal 
source of pork when the Nazis con- 
quered Poland and invaded the Low 
Countries. 


(2) Food has played a vital role in every 
war. Lend-lease shipments of meat 
have been, and will continue to be, 
a great factor in the United Nations’ 
war effort by sustaining the strength 
and holding the morale of civilians 
and the fighting forces. Through our 
efforts, food is a strong Ally of the 
United Nations. 


c. Increased domestic demand is the 
other cause of an apparent meat short- 
age in this country. 


(1) Individual income is now at the un- 
precedented level of around 120 bil- 
lion dollars. This has increased and 
broadened greatly the demand for 
meat. Ordinarily, about 5 per cent. 
of individual income is spent for 
meat whether the price is high or 
low. 


(2) People with increased incomes can- 
not buy many things they want such 
as automobiles and refrigerators, and, 
therefore, have even more money to 
spend for food than their income 
would normally indicate. These 
shortages of consumers goods must 
be expected to increase greatly in 
the very near future, adding further 
to the effective demand for food, and 
meaning more than 5 per cent. of 
income will be available for meat. 


(3) Finally, because of maximum prices 
prevailing on meats, that is, ceiling 
prices, we have shifted to the supply 
side of the picture the whole func- 
tion of prices in their customary role 
as the “adjuster” of supply and de- 
mand, With ceilings lower than the 
supply and demand situation would 
justify, as they certainly are on meat 
products at the present time, the ap- 
parent shortage is magnified. This 
gives us an economic shortage of 
meat. 


III. What are the best available facts 
on our supply of meat and how it 
is to be distributed in view of the 
economic shortage that has devel- 
oped, that is, how can we express 
the shortage in quantitative terms ? 


a. We may refer to figures devel- 











@ The ‘‘new girl’ was scared. We hired her yesterday, 
for her first office job and today she’s operating a sec- 
tion of our Accounts Receivable! 


Not that I blame her for having qualms. I've been 
Controller of this company for a good many years. If 
anyone ever told me we'd come to this, I'd probably 
have called a cop. That is, until a year ago! 


I got a booklet in the mail a year ago. From 
Remington Rand. Advertising literature about 
a ‘‘revolutionary’’ Simplified Unit Invoice Ac- 
counting Plan. There was something about the 
plan that intrigued me—an Accounts Receivable 
system that really seemed to be fool-proof! 

So I called the Remington Rand office and hada 
representative call. I let him talk and I tried to 
punch holes in his story—but he did have a fool- 
proof plan. When I'd talked to some other users, 
I decided to buy this system.... 

Here’s what’s happened since: 

1. Any girl in our office, without previous ex- 
perience, can handle our Accounts Receiv- 
able. And I mean check and authorize cred- 
its, post charges and remittances, take off 
trial balances, analyze past due accounts 
and prepare collection notices. And do it as 
accurately as I can myself. 

2. We handle Accounts Receivable 40 to 60% 
faster than ever before. And with a third 
less help. 

3. Our ‘average collection’ period has reached 
a new all-time low. 

4. And the only machine we use is an inex- 

pensive little adding machine! 
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Every now and then that Remington Rand rep- 
resentative drops in to see me. The other day 
he showed a list of other users of this system of 
ours. Names like Pitney-Bowes, AmericanChicle, 
Norwich Pharmacal. Big and small, I know 
there’s a lot of thankful users today with man- 
power turnover and equipment shortages what 
they are. 


You ought to look at that list and hear what 
those users have to say.... 


The booklet illustrated below is a revised edition of 
the manual that first sold our crowing Controller. You 
can have a copy free and without obligation. You 
really owe it to yourself and your firm to read its 
simple, easy-to-understand explanation of the Simpli- 
fied Unit Invoice Accounting Plan. A plan that is 
labor-saving, time-saving, and inexpensive to install. 
Why not write today to Remington Rand, Buffalo, 
New York—or phone your nearby Remington Rand 
Systems Branch Office. Ask for KD 253. You'll re- 
ceive your free copy promptly. 


> fe 
FREE _ 


NO 
OBLIGATION 











To helps with your office manpower problem call 
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oped by the Food Requirements Com- 
mittee, of which Secretary Wickard is 
chairman, and announced some time 
ago for the year beginning last Oc- 
tober 1. 


(1) The supply of meat is estimated at 

24 billion pounds—a record amount. 

(2) The demand is expected to amount 
to much more than this 24 billion 
pounds, for 

(a) Requirements for the armed 
forces and lend-lease amount to 
6, billion, 

(b) Civilians will want to buy at 
ceiling prices at least 21 billion, 
making a total demand of 2714 
billion. 

(c) But, after the Government takes 
6!/, billion from the 24 billion 
supply, only 1714 billion pounds 
is left for civilian use. 


(3) After allowing for a 10 per cent. cut- 
ting shrink from dressed carcasses, 
there will be only 1534 billion 
pounds of retail meat cuts, or 303 
million pounds a week for 128 mil- 
lion people. 

(a) The Committee finally figured 
121 million full meat rations 
would be needed, after allow- 
ing for those not eating meat, 
infants, and children. This means 
214 pounds of meat per week— 
the amount you have been read- 
ing about. 


b. How much is 2\ pounds of 
meat per person per week? A weekly 
ration of 2Y pounds of meat or 130 
pounds a year is not short compared 
with amounts formerly consumed. 


(1) Over the past ten years our per cap- 
ita meat consumption in the country 
has averaged 131.8 pounds, or just 
2 pounds and 9 ounces per week 
(1932-41). It was down to 116 
pounds in 1935 following the 1934 
drought, or 214 pounds per week, 
and was only 131.5 pounds in the 
prosperous year of 1929. The con- 
sumption was about this same rate 
of 214 pounds per week in 1939. 
On the other hand it does mean a 
reduction of 10 per cent. or 5 ounces 
per week from 1941, at 145 pounds. 


c. Nevertheless we now have much 
talk about a meat shortage, even 
though there is as much meat as in 
1939 when no one thought of meat 
supplies. It’s entirely a question of de- 
mand—there is no shortage from the 
standpoint of customary consumption. 


(1) This represents the present day net 
result of Government controls 


L. 


No 
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placed on the meat industry and con- 
stitutes the problem that requires 
further Government controls in the 
near future. 


B. GOVERNMENT 
CONTROLS 


With these facts of the meat situa- 
tion before us, let us now look at 
the various measures our Govern- 
ment has taken and is expected to 
take, and trace their effects on the 
meat situation and the consumers. 
First came maximum price regula- 
tions, commonly referred to as ceil- 
ing prices. 


. Ceiling prices first were placed on 


wholesale pork products, that is, prices 
the packer sells at, on March 9, ef- 
fective March 23. This regulation, as 
well as several revisions, froze pork 
prices at the level prevailing in the 
first week of March. 


. Next came “General Max.” on April 


28, effective May 11, which covered 
beef and veal and froze their prices 
at March levels until a special beef 
and veal price regulation was issued 
on June 20, effective July 13. 


. Since the price of lambs was not high 


enough at the time “General Max.” 
was issued to make a ceiling possible 
under the law, they were not subject 
to a price ceiling until August 1, ef- 
fective August 10. 


. These ceiling prices of course im- 


mediately had the effect accentuating 
our domestic supply situation. They 
did not in any way increase the sup- 
ply of meat but only prevented rising 
prices from keeping pace with the 
rapidly increasing demand. 


. First came the problem of obtaining 


the meat requirements of the armed 

forces and the lend-lease. 

(1) Lend-lease was the principal prob- 
lem at that time and they were 
soon resorting to strong persua- 
sion on packers. For example, 
there was a telegram from the 
Federal Surplus Commodity Cor- 
poration on April 4, 1942, stating 
offerings that week “were insuffi- 
cient to meet the necessary sched- 
ule of purchases incident to lend- 
lease program. These  require- 
ments must be served. In order 
to do so it is estimated that dur- 
ing the next 3 to 6 months we 
will purchase quantities equiva- 
lent to 40 per cent. of the esti- 
mated production of pork meats 
in the form of cuts and canned 
meat and 66%3 per cent. of the 


(2) 


(3) 


estimated production of lard and 
hog casings. Each packer is ex- 
pected to offer us each week quan- 
tities equivalent to or exceeding 
the percentages of his total pro- 
duction as shown above.” 

Some products bought by the 
Government were at first either 
exempt from ceilings or were 
provided with rather liberal ceil- 
ings, but gradually these were 
tightened when widespread atten- 
tion was given to the small ad- 
vantage this arrangement afforded 
packers under federal inspection. 
Government prices have been re- 
duced to where they are now ac- 
tually lower than regular trade 
ceilings, so that the Government 
has no special price incentives to 
bring in their requirements. Since 
the domestic demand has con- 
tinued to increase, the Govern- 
ment has had to take further and 
more drastic measures. 


Restriction Order No. 1 was there- 
fore issued and became effective 
on October 1. This measure re- 
stricts the amount of meat which 
packers can sell through civilian 
channels to certain percentages of 
their business in corresponding 

quarters of 1941. 

(a) In the current quarter, pack- 
ers may not sell through do- 
mestic trade outlets more than 
70 per cent. as much beef as 
a year ago, 75 per cent. as 
much pork, 95 per cent. as 
much lamb nor any more veal 
than a year ago. All produc- 
tion in excess of these amounts 
may be sold only to so-called 
Exempt Agencies, which means 
for use by our armed forces 
or shipment to our allies 
under the lend-lease pro- 
gram. 

(b) There are, of course, numer- 
ous details in the order con- 
cerning inventory adjustments, 
tolerances, and the like, but 
these are of minor impor- 
tance except for one item. 
In the case of canner and cut- 
ter cows, packers must sell 
80 per cent. of their current 
production to the Govern- 
ment. These are the cattle 
from which much of the Gov- 
ernment’s canned meat is pro- 
duced. The Government is 
now taking around 85 per 
cent. of all canned meats. 
Since these meats are nor- 
mally an important source of 
sausage materials, this par- 
ticular part of the Restric- 
tion Order severely affects 
our supply of raw materials 
for the production of sausage. 











THE GLORY OF DEMOCRACY 


The sacrifices that are needed in order to win 
the war are apparent to us all. 

The Treasury’s appeals to buy War Bonds, the 
Government’s pleas to conserve gas and rubber, the 
economies required to avoid inflation, the necessity 
of rationing many essential commodities—all these 
have become vital in the minds of our people. 

Necessity has awakened us, not only to the size 
of the task before us, but to the fact that our future 
as a nation is at stake; and in characteristic fashion 
we-a// are responding. 

Our hearts speak, our purses are open wide; and 
regardless of creed, or color, or political convictions, 
our honest differences of opinion are being dissi- 
pated before the issue that confronts us. 

This is the glory of democracy: that a man may 
think as he will, speak as he will, vote as he will, and 
worship God in his own way; yet in the hour of peril 
to the State, that which is for the greatest good of 
all is not only his most compelling thought but the 
strongest prompting of his heart. 

In that hour his thought is no longer of himself 
but of his country; and it is as though his soul were 
crying out those memorable words of Plato: ‘““Man 
was not born for himself alone but for his country.” 


BUY WAR BONDS Hiram me 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
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(c) These quota percentages are, 
of course, figured on a basis 
which is supposed to leave 
for the Government its re- 
quired meats, in view of the 
anticipated slaughter. All 
things considered, this meas- 
ure is serving and promises 
to serve a good purpose. 


b. We have traced the first problem re- 


sulting from ceiling prices—that of 

Government procurement of adequate 

amounts of meat—how it eventually 

brought about this Restriction measure. 

The second problem resulting from 

ceilings was the serious maldistribu- 

tion of meat supplies for civilian con- 
sumers. 

(1) Both the production and consump- 
tion of meatis highly seasonal. These 
supply and demand variations are 
normally adjusted through rather 
wide and very quick price fluctua- 
tions. This is particularly true in 
fresh meats, including most beef, 
veal and lamb and a substantial 
proportion of pork. 


(2) Furthermore, the processing and 
distribution of meat is of a highly 
competitive nature, and prices of 
the various packers in the freeze 
period for ceilings, varied ma- 
terially. 


(3) Consequently, there were spots in 
the country where in the base pe- 
riod, prices for meat were rela- 
tively favorable. Most packers 
quite naturally sought out the 
places where their individual ceil- 
ings were highest, and favored to 
some extent those spots in their 
distribution of meat products. 
Wherever it developed that all 
packers had low ceilings, that lo- 
cality or region obviously received 
a relatively smaller amount of 
meat—a considerable amount, of 
course, to keep up outlets and 
maintain branches, but not as 
much as elsewhere. Hence for ex- 
ample, the comparative shortage 
of meat along the eastern seaboard 
last spring and summer. 

(4) Recognizing this maldistribution 
problem resulting from the freez- 
ing of ceilings at selling prices of 
each individual in a given period, 
the OPA is now in the process of 
revising maximum meat prices 
and establishing a far superior 
system of uniform ceiling prices. 
Under these regulations every 
seller has the same ceiling price 
for a given class, kind and grade 
of products in the same market. 
We have such a regulation now 
on pork and expect it shortly also 
on beef, veal and lamb. The un- 
fortunate thing is the delay in is- 
suing these ceilings. 
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c. Maldistribution has also occurred as a 


result of wide shifts in population, 
with large increases around war pro- 
duction centers. 


. Regardless of how practical and how 


sound ceilings are made, however, there 
will be a civilian trade problem so long 
as the supply is short of the demand. 
The Restriction Order tends to bal- 
ance the supply and demand at the 
packer level but it still leaves a seri- 
ous gap between demand and supply 
at the retail level. 


(1) Some form of consumer meat ra- 
tioning in the last analysis is the 
only adequate way to cope with 
the situation, but the factors in 
the production, processing, distri- 
bution and consumption of meat 
are so extremely complex that it 
is very uncertain how soon a satis- 
factory plan can be developed. In 
the meantime we have to depend 
on the best efforts of packers and 
retailers voluntarily to distribute 
meat as equitably as possible, and 
on consumers to take seriously the 
“Share the Meat Program.” 


C. EFFECTS OF GOVERN- 


MENT CONTROLS ON 
THE CONSUMER 


1. The “Share the Meat” Program is the 


first concerted Government action to 
equate the supply and demand at the 
consumer level. You will be hearing a 
lot about this program very soon. We 
have a digest of the “Share the Meat” 
program that will be passed around 
later to acquaint you with its purposes 
and details, and which will avoid the 
necessity of going into this further in 
these remarks. 


. We may expect consumer meat ration- 


ing as a reality in the not very distant 
future if the Share-the-Meat campaign 
is not widely accepted. How will it af- 
fect the consumer? 


a. There will be a noticeable levelling 
out of meat consumption between 
income groups. In 1941, families 
with an income of less than $1,000 
ate only about half as much meat, 
not including poultry and fish, per 
capita as did families with incomes 
over $3,000—one pound and 10 
ounces per week compared with 3 
pounds and 2 ounces. Families with 
incomes of $5,000 and more ate 
nearly 4 pounds per week. Low in- 
come families will be allowed more 
meat, and, furthermore, they will 
have the income to buy more meat. 


b. Secondly, there will be a consider- 
able shift in the kinds of meat avail- 
able to consumers. 


(1) On account of the selection of 
meats for the armed forces and 
lend-lease, there will be a ma- 
terial shift in the supply of cer- 
tain primal cuts for civilians. 
There will be but little canned 
meat, very little of shoulder 
meat or picnics from hogs, and 
a proportionately small amount 
of ham and bacon. On the other 
hand there will be large quanti- 
ties of specialty meats such as 
livers, hearts, kidneys, sweet- 
breads, head meats, feet, and the 
like—nutritious meats which 
are also very palatable when 
properly prepared. 


(2) The armed forces are using so 
much of the new frozen, bone- 
less beef which is made from the 
kind of beef consumers gener- 
ally buy, and the marketings of 
choice cattle are expected to be 
curtailed to such an extent next 
year that there will be less good 
and choice beef in proportion to 
ordinary beef. This will particu- 
larly affect those select steaks 
you have enjoyed at your favor- 
ite restaurant or hotel dining- 
room. 


With hog slaughter expected to 
show the largest increase next 
year of any kind of livestock, we 
might expect relatively more 
pork to eat, but this is not too 
sure because of the possible in- 
crease in lend-lease purchases, 
which lean heavily to pork 
products because of their lesser 
perishability. 


GB 


ww 


3. Summarizing the effects of present 


and prospective Government meat 
controls on the consumer, we must 
expect next year: 


a. Less meat, on the average, than con- 
sumers want, 
b. Considerably less meat for the higher 
income groups. 
c. Materially less ham, bacon and choice 
beef, and 
d. Very limited amounts of canned 
meats; but there will be: 
e. Generous quantities of liver, hearts, 
sweetbreads, pigs feet and such nu- 
tritious specialty meats—which we 
hope you will learn to prepare prop- 
erly—and 
f. We hope you will continue to like 
meat and want the meat you may be 
temporarily unable to get because: 
(1) It is good and is good for you, 
and 

(2) So that you will really eat meat 
later—we trust very soon— 
when there will be plenty. 





Brokers Must File Annual Statement 
of Financial Condition 


An announcement from the Securities 
and Exchange Commission says: 

“Brokers or dealers registered under 
the Securities Exchange Act of 1934 and 
members of national securities exchanges 
who do business with the public will be 
required to file annually with the Securi- 
ties and Exchange Commission a state- 
ment of their financial condition under 
a new rule announced by the Commis- 
sion today and effective immediately 
(November 28). 

“The form adopted by the Commission 
for use in filing such statements is the 
standard type of financial questionnaire 
which it is expected will be used by other 
regulatory bodies requiring financial re- 
ports from brokers or dealers and mem- 
bers of exchanges. 

“This questionnaire is an outgrowth of 
several months discussion held in various 
parts of the country between the Com- 
mission’s staff and the Committee on Uni- 
formity of the National Association of 
Securities Commissioners, the National 
Association of Securities Dealers, Inc., the 
Investment Bankers Association of Amer- 
ica, the Association of Stock Exchange 
Firms, the national securities exchanges, 
the American Institute of Accountants, 
the Commodity Exchange Administration, 
and certain independent accountants ex- 
pert in brokerage and investment house 
accounting.” 


Little Danger of Revolution Here 


Dismissing fears that the war may 
cause revolutionary changes in our social 
and economic structure, Professor Wes- 
ley C. Mitchell, director of research of 
the National Bureau of Economic Re- 
search, ventured a forecast recently of 
the economic problems of the post-war 
era. His analysis was contained in the 
twenty-second annual report of the bu- 
reau, entitled ‘Economic Research in 
War and Reconstruction.” 

After speculating on the outcome of 
the war, Professor Mitchell said that, 
since “our history has been one of evolu- 
tionary changes by constitutional meth- 
ods, to suppose that a large proportion 
of our people will lose confidence in the 
institutions they are fighting to defend 
and demand a radical change seems less 
reasonable than to suppose that they will 
adapt their traditional methods to vary- 
ing circumstances in their wonted fashion. 

“One of the critical points in business 
management is to find what rate of out- 
put is most profitable at any given time, 
in view of the unit costs and selling 
prices of the products. So, too, one of 
the critical points in determining the 
prosperity or depression of a nation, both 
from year to year and in the long run, 
is the balance or lack of balance it main- 
tains among the many activities that con- 
Stitute its economy. 
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REVIEWS of Recent Business Publications 


“TIME TO INQUIRE,” by Samuel Crow- 
ther. The John Day Company, New York. 
1942. 353 pages. $2.75. 

It is “time to inquire,” says Samuel 
Crowther in effect, whether or not the lib- 
erties which we are fighting the war to safe- 
guard are not already in serious jeopardy 
as a result of our public policies, internal 
and international. The author makes clear 
his belief that they are in jeopardy, and 
covers a wide range of subjects in attempt- 
ing to prove it. The result represents a 
vigorous assertion of the conservative, in- 
dividualistic point of view, and the read- 
er’s reaction to the book will be governed 
by the ideas he already holds with respect 
to that point of view. It is perhaps in- 
evitable that any work dealing with so 
many and such large topics should be of 
varying quality, and in this book there are 
many passages which reflect sound common 
sense and sound statesmanship, with others 
which seem more dubious. 

The author feels that we are embarked 
on the road to ruin, and that our manage- 
ment of money and credit on the one hand, 
and the detailed regulation of business on 
the other, are the principal instruments by 
which our perdition will be brought about. 
He hammers away at this proposition in 
forceful and many times convincing style. 
He dwells upon the value and achievements 
of private enterprise—and on this subject 
his treatment is probably an understatement 
rather than an overstatement—and he sees 
the country in imminent danger of losing 
these benefits. 

It seems reasonable to offer a good 
measure of assent, and some measure of 
qualification, to his propositions. We can 
agree with him that many of the restric- 
tions placed on business are unnecessary 
and injurious, and that they bring no com- 
pensating advantages to our society. We can 
agree that the spending program and the 
mounting national debt, speaking only of 
their peacetime aspects, are fraught with 
danger. But the author makes inadequate 
mention of the shortcomings of the individ- 
ualistic regime which resulted in the cur- 
rent political movements. His discussion 
of the 1920’s and of the conditions which 
brought about the collapse of the early 
1930’s has a good deal of merit, and he 
disposes of much nonsense which has been 
said of those periods, particularly as to the 
relative amount of blame to be attached to 
private enterprise on the one hand and to 
government or political influences on the 
other. But we must probably face the fact 
that in a democratic society, and perhaps 
to a less degree in any other society, wide- 
spread unemployment, suffering, and dis- 
content will inevitably lead to various at- 
tempts at changes which are regarded as 
remedies or improvements. Many of the 
hasty improvisations of the last ten years 
deserve the castigations which Mr. Crow- 
ther inflicts upon them, but in judging 
them we are bound to allow something 
for the conditions which gave them birth. 

The author is at his best when he in- 
sists upon the moral proposition that we 
must face the consequences of our own 
conduct, that we cannot enjoy a higher level 
of well-being that we earn, nor consume 





more than we produce. and that the old- 
fashioned virtues of thrift, frugality, hon- 
esty (including honesty with figures), and 
industry must still be the basis of the happy 
and successful life. 

The book has a good deal to say about 
the role of money and credit in national 
and international affairs. Here again there 
is much truth in the point of view ex- 
pressed, and some exaggeration. Particu- 
larly in the international field is it probably 
a mistake to attribute all our troubles to 
money and the ways of managing it. To 
do so is to overlook all the bitter interna- 
tional rivalries, the conflicts between the 
“have” and the “have not’ nations, and the 
struggles for power by individuals and 
groups within other nations, which lead 
them into enterprises outside their own 
borders and thus eventually to war. 

There is the same strong isolationist note 
that the author has expressed on other oc- 
casions. He thinks that the rest of the 
world outside of America is a pretty sad 
business, and that our happiness and wel- 
fare will best be served by holding our- 
selves aloof from it. It is possible to ac- 
cept the first part of this statement without 
the second. It is possible to admit all, or 
nearly all, that is said about international 
relations, and yet to deny that we either can 
or should have nothing to do with them. 
It can scarcely be claimed that the results 
of the last twenty-four years of isolationist 
policy have been satisfactory, and those 
who are in favor of American participation 
in international discussions and plans for 
the future hold that view because they be- 
lieve that it will be the safest and most 
profitable course for the United States to 
follow, as well as the morally right course. 

The author asks what are the responsibil- 
ities which internationally minded people 
would put upon the United States. It is not 
possible to answer that question in a short 
review, but it is safe to assert that the 
United States cannot be in the position of 
enjoying the highest level of economic well- 
being, and the strongest financial position 
in the world, and still be immune from or 
indifferent to what goes on. in the rest of 
the world. 

Mr. Crowther urges that we build im- 
pregnable defenses and let the rest of the 
world go by. Again we can go part way 
with him, but not all the way. It is to be 
hoped that after the war American de- 
fenses will be such as to command respect, 
but this alone will not be sufficient. Effec- 
tive defenses plus sympathetic and intelli- 
gent participation in world affairs will go 
further and be safer in the long run. More- 
over, the more successful we are in help- 
ing to devise satisfactory settlements, the 
less burdensome our defenses will need to 
be while still providing for our security. It 
is no answer to say that these things are 
difficult; every course is difficult; it is a 
difficult world. But ignoring the difficul- 
ties will not keep us out of them. 

A good deal of the difference between 
Mr. Crowther and those with whom he 
disagrees is in the conflict between short- 
run and long-run views. This appears, for 
example, in his discussion of the tariff and 
free trade, in which he informs us that 
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this question as an issue is not only dead 
but ought to be dead. Those who desire to 
maintain the status quo of the tariff situa- 
tion are impressed with the difficulties of 
changing it, and with what they regard as 
the immediate advantages of protection. 
Those who would like to make changes in 
it scarcely hope for free trade, but would 
like to see freer trade. They recognize the 
difficulties of making changes, but believe 
that in the long run they would be to 
the economic and political advantage of the 
United States. It is a little strange, by the 
way, that the author devotes a considerable 
amount of denunciation to the activity of the 
blocs which support special interests in our 
political life, but in discussing the tariff does 
not seem to regard this as a special interest. 

Accountants will be interested in Mr. 
Crowther’s thoughts on accounting. After 
saying that it is “only a fancy word for 
bookkeeping,” he goes on—not without 
justice—to hold it in part responsible for 
the collapse of corporate finance in 1929, 
and then towards the end proposes that 
most of our national questions of economic 
controversy could be answered by the use of 
a sound national balance sheet and income 
account. It is true that the nation would 
be better off with more thinking along 
these lines, but it is difficult to conceive 
of our political blocs accepting a view 
which they considered adverse to their own 
interests merely because it was indicated 
by a balance sheet and income statement. 

The book ends with a series of proposals: 
(1) to limit individual income taxes to 10 
per cent.—'‘corporation income taxes are a 
political fraud’’; (2) to consolidate all gov- 
ernment obligations at the end of the war 
into a single issue, with an interest rate 
not over 4 per cent., and payable out of in- 
come tax receipts; (3) to free all gold for 
national and international use; (4) to 
make the Federal Reserve Board and Banks 
the exclusive banking authority free from 
political control; (5) to have labor unions 
incorporate and be made legally responsi- 
ble; (6) to wipe out the laws and regula- 
tions swamping the farm; (7) to leave so- 
cial reforms to the states; (8) to cut down 
the surveillance of business. 

Much of this is in the right direction. 
It is too much to expect its adoption in 
full in any near future, and probably we 
should not desire a complete cessation of 
governmental efforts to improve the lot of 
our citizens. Another Crowther-Geoffrey, 
editor of the London Economist—proposes 
that we recognize that both private enter- 
prise and Government enterprise have a 
place today in our economic activities, and 
set ourselves to define the appropriate 
spheres for both. This seems a sensible ap- 
proach. In making it there will be ample 
scope for use of Samuel Crowther’s ac- 
counting yardsticks; and unless they re- 
ceive more weight than in the recent past 
the right decisions will not be made. 

The proposition on which we can most 
agree with the author is that it is not 
necessary to browbeat and harry the strong 
in order to assist the weak, and that it is 
mere political manipulation to do so. 


Reviewed by T. H. SANDERS 
Harvard Business School 
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Bird’s Eye View of Controllers’ 
Recent National Meeting 


It has been my good fortune and 
pleasure to attend or be personally rep- 
resented at several national conven- 
tions of The Controllers Institute of 
America. The convention recently held 
in Chicago, Illinois, I believe was, 
without question, the best of them all. 
The attendance, I would estimate, was 
two or three times greater than that of 
the previous conventions. The interest 
of the delegates and visitors was most 
sustained and intense, and I believe 
over all it was the most serious minded 
convention of any kind I have ever 
seen. The sessions were excellently 
attended, sometimes taxing the capac- 
ity of the rooms used, and the subjects 
chosen were of most timely interest 
and appeal. The speakers were like- 
wise of national reputation and each 
handled his subject in a most capable 
manner. 

Mr. Norris, Mr. Knaff and myself 
collaborated in taking notes, and, I 
might add, among us we attended 
every session of the convention. 

I have been requested to give a 
brief report on the convention, with 
particular emphasis on the tax features 
thereof. In reviewing our notes, I find 
that almost every address and session 
seemed to somehow contain some ref- 
erence and relationship to taxes. This 
is particularly true of federal taxes, 
which seemed to be the question of 
greatest interest to the majority of 
those present at the convention, as it 
is with us here tonight. I have there- 
fore endeavored to select what seemed 
to us the important points covered by 
each of the speakers, and from our 
notes I have dictated a report includ- 
ing as much direct quotation as pos- 
sible, supplemented by our recollec- 
tions of what the speakers had to say. 


By George H. Hess, Jr. 


DEMANDS ON CIVILIANS IN 1943 


The convention opened Monday 
morning, September 21, 1942 by an 
address by Mr. A. W. Zelomek, Con- 
sulting Economist and President of the 
International Statistical Bureau, Inc., 
New York City. Mr. Zelomek spoke 
on “What Can Business Expect in 
1943.” Mr. Zelomek stated that the 
government and its agencies, from the 
President down, will be much tougher 
about the war effort from now on and 
that from the point of view of selective 
service and job dislocation, greater de- 
mands will be made on civilians 
throughout 1943. He further predicted 
that there would be a complete man- 
power regimentation next year with a 
normal post-war budget of some 20 
billion dollars a year in store for the 
United States. 

This economist further predicted 
that American war production will ad- 
vance until mid-1943, at which time 
we will begin to surpass the accumu- 


lated war strength of the Axis powers. 
He further indicated that he felt that 
the labor supply question will reach 
the crisis stage by next fall, if not be- 
fore, and expressed a belief in the in- 
tention of the War Labor Board to 
stabilize wages at their present level 
as far as collective bargaining is con- 
cerned, but he stated that he did not 
think that a freezing of wage bargain- 
ing would actually freeze wages. 

Mr. Zelomek further stated that 
wage stabilization would be in effect 
within a short time but that it would 
not prevent a further substantial in- 
crease in production costs or further 
advances in wage rates for most indus- 
tries. He stated that in his opinion it 
would not prevent further advances in 
wage rates because there is nothing as 
yet to prevent a workman from quit- 
ting one job and accepting another. As 
to industry, on the management side 
of the picture, Mr. Zelomek stated that 
he thought that all industrial regula- 
tions will be further intensified. 

He stated that the most important 








SUMMARY OF NATIONAL MEETING OF CONTROLLERS 


Mr. Hess is controller of the Great Northern Railway Com- 
pany. He was a member of the first Board of Directors of The 
Controllers Institute of America, in 1931-1932. 

When he returned to St. Paul from the recent Eleventh An- 
nual Meeting of The Institute, in Chicago, he prepared for pre- 
sentation to the members of the Twin Cities Control, a summary 
of the addresses and papers presented during the three days of 
the convention. It was a report to the members of his Control 
who had not been able to attend. 

The summary by Mr. Hess is excellent. He was accompanied 
by two other members, and thus they were able to “‘cover’’ prac- 
tically all of the sessions. This bird’s eye view of the proceedings 
is timely. The official Proceedings, with full text of all the ad- 
dresses, is making its appearance this month. Members of The In- 
stitute will have their attention directed to specific papers in 
which they are particularly interested by this excellent review and 


summary by Mr. Hess. 
—THE EDITOR 
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new development will be the concen- 
tration of industry, which will be based 
not only on raw material shortages but 
also on the considerations of labor, 
power and transportation and that such 
concentration of industry will be ac- 
companied by limitations of cross haul- 
ing, which may cause widespread de- 
centralization of some types of con- 
sumer goods industries. 

Mr. Zelomek further stated that 
concentration of distribution will be- 
come an important topic, although ac- 
tion is likely to lag behind concentra- 
tion of production by at least six 
months, and that inventory controls 
will affect all retailers and manufac- 
turers within a short time; also that the 
list of rationed items will begin to in- 
crease more rapidly, although it is not 
likely to be completed before well into 
the year 1943. Mr. Zelomek also 
stated that in his opinion there would 
be a further great shift as between war 
and civilian production and that the 
year 1943 will be the year in which 
restrictions on civilian production will 
reach their peak. 

It was Mr. Zelomek’s opinion that 
the war in Europe will end in late 
1943 or early 1944. 


AMERICAN ECONOMIC SYSTEM WILL 
BE MobDEL FOR WORLD 


The next speaker at the convention 
was Dr. Gustav Stolper, who at the 
present time is practicing as a finan- 
cial consultant in New York City but 
who for many years was an economic 
adviser to leading European banks. He 
stated that the social and economic sys- 
tem that emerges in the United States 
after the war will, in his opinion, be 
the model on which other countries 
will rebuild their societies. Dr. Stolper 
further said that in making its choice, 
America decides for the world and that 
any choice other than the retention of 
the capitalist system seemed out of the 
question. 

He warned, however, that dangers 
beset the free enterprise system in the 
United States because of economic 
blunders that have been made, and he 
emphasized the importance of a sound 
system of taxation that will not pre- 
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new accounting requirements with pres- 
ent equipment—and, if possible, with- 
out increasing the time required. 


In meeting such problems, Burroughs 
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ent equipment in some other manner. 
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vent business enterprise from accumu- 
lating adequate reserves. Dr. Stolper 
further stated that, in his opinion, the 
need for capital after the war will be 
greater than ever before and that we 
as Americans must see to it that we 
do not destroy our own future pro- 
ductiveness by making it impossible 
for business enterprise to survive and 
that if we did the demands upon the 
government will be multiplied. 

Dr. Stolper said mass unemployment 
would not be permitted to return after 
the war and that it was merely a ques- 
tion of whether the government or 
private enterprise will be called upon 
to prevent it. He stated that until the 
war ends, the government will en- 
croach further and further upon the 
private life of the people and that we 
may be certain that by the end of the 
war people will be fed up to the limit 
with all restrictions, limitations and 
government interference and will yearn 
for the first opportunity to get rid of 
them. 

Dr. Stolper predicted that the post 
war period would be full of opportu- 
nities, that by 4944 every American 
household will be depleted of its stocks 
of apparel, shoes, furniture and the 
like. He stated that 30 million homes 
will have to be re-equipped and sev- 
eral million new ones built, and at the 
same time our productive machinery, 
outside of special plants for war pur- 
poses, will be worn out with the re- 
sult that American industry will have 
to rebuild from top to bottom with 
new machinery for new and old lines 
of goods. 

Dr. Stolper further predicted that by 
the end of the war the United States 
will be the only great industrial power 
on earth with its physical facilities and 
social fabric intact and that large scale 
American help will be needed to re- 
build other countries. He declared that 
only private enterprise can do this job 
in a free society and that the alterna- 
tive to the free society is the gestapo. 
He stated that men either act under 
the rules of generally accepted reason- 
able behavior—this alone is meant by 
the profit motive—or they must be 
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told by an outside force what to do, 
and that there is no doubt in his opin- 
ion of what the American people, 
faced with this alternative, will de- 
cide. 

Dr. Stolper predicted that the war in 
Europe will end with a military de- 
feat for Germany in western Europe in 
the spring or summer of 1943. “It will 
end,” he said, “by military action and 
not because Germany cracks within.” 
He expressed an opinion that the war 
in the western Pacific may last much 
longer and that Germany failed to de- 
feat its enemies singly by blitz meth- 
ods, and now, against her will, she is 
fighting a war of attrition, a type of 
warfare she cannot win. 


CLOSE RELATIONSHIP OF BUSINESS 
AND EDUCATION 


The noon luncheon on Monday, 
September 21, was addressed by Dr. 
Franklyn Bliss Snyder, President of 
Northwestern University, in which ad- 
dress he emphasized the increasingly 
close relationship of business and edu- 
cation, and that the colleges of the 
United States were doing everything 
possible to turn out more highly 
trained and educated men and women 
to serve and strengthen the staffs of 
American business entities in this era 
of keen competition and shortage of 
manpower and managerial timber. 


WARTIME REPORTS REQUIRED FROM 
BUSINESS 


The afternoon session on Monday, 
September 21, was given over to the 
subject of “Government Wartime Re- 
ports Required from Business.” The 
main address was given by Dr. Stacy 
May, member of War Production 
Board and Director of its Statistical 
Division. There was also an address 
by Mr. E. Chester Peet, controller of 
the Shell Oil Company, New York 
City, and by Mr. William W. Werntz, 
chief accountant, Securities and Ex- 
change Commission, and consulting 
accountant for the Office of Price Ad- 
ministration. Mr. Stuart A. Rice, As- 
sistant Director of United States Bu- 
reau of Budgets, in charge of Division 
of Statistical Standards, also spoke. 


These addresses all dealt with mul- 
tiplicity of special reports and forms 
which must be filled with govern- 
mental authorities in Washington. 

Dr. May indicated that every effort 
was being made to eliminate duplica- 
tion of information and stated that a 
set of rules had been drawn up, con- 
sisting of the following: 


1. A clear demonstration is made 
that the information is needed, and 
that the need justifies the effort and 
expense on the part of both industry 
and the government. 

2. The data are not already being 
secured by any other unit. 

3. The request is clear and specific. 

4. The report is adapted as closely 
as possible to the types of records or- 
dinarily maintained by business. 

5. Staff and equipment are avail- 
able to tabulate the returns. 

6. The request takes into account 
the needs of other units. 


He further stated that all requests 
for information by the government 
were now being cleared through a cen- 
tral bureau under his jurisdiction and 
that they have already made a great 
many improvements and in time expect 
to make still more. 

It was stated that in 1940 our 
war expenditures (excluding prepay- 
ments and off-continent expenditures) 
amounted to about three billions com- 
pared with a national income of 77 
billions. In 1941 the war expenditure 
was more than 11 billions, with the 
national income 95 billions. This year 
war expenditures will be more than 50 
billions, with a national income of 
perhaps 115 billions. Next year war 
expenditures should approximate 90 
billions. He asked the members pres- 
ent to try to visualize the kind of in- 
formation they would wish to have for 
the operation and control of an enter- 
prise of that magnitude. 


ELEMENTS OF Cost 


During the afternoon session an ad- 
dress was given by Mr, H. T. Mc- 
Anly, Resident Partner, Ernst & Ernst, 
Chicago, who spoke on “Cost Account- 
ing as Applied to War Production.” 
His address was mainly of a technical 


nature and had to do principally with 
the elements of costs which might be 
included in evaluating war contracts. 


RENEGOTIATION OF WAR CONTRACTS 


The session on Tuesday morning, 
September 22, was devoted to ‘“Rene- 
gotiation and Price Adjustment of War 
Contracts.” The high spot in the ses- 
sion was a dialogue, supposed to rep- 
resent a sample “renegotiation confer- 
ence’” between a manufacturing execu- 
tive and the government renegotiation 
administrator. Rather amusingly, there 
was no manufacturer present, and the 
government officials took both parts. 
The part of the government was read 
by Kenneth H. Rockey, chairman of 
the Navy Price Adjustment Board, and 
the part of the manufacturer was taken 
by Professor Thomas H. Sanders, chief 
of the War Production Board Cost 
Analysis Section. 

According to the excellent script of 
the supposed conference, price nego- 
tiation is practically painless. There 
were many questions asked, which 
were not too clearly answered, and 
there seemed to be a tendency of the 
Washington officials to dodge the 
questions rather than answer them. 

One interesting point, however, was 
a question raised as to whether the re- 
negotiations were to be handled indi- 
vidually or by a large force of ‘‘rene- 
gotiators’” who would have great power 
and might vary widely in their appli- 
cation of regulations. The reply given 
was that the very large cases, involv- 
ing huge sums, would come before the 
main board in Washington, while in 
the field work every attempt would be 
made to secure uniformity. He stated 
that there were classes now being held 
in Washington for “indoctrination.” 

In reply to another question as to 
the liability of manufacturers under the 
provision of the law which excludes 
from the “base’’ any excessive wages 
they may have paid, it was stated that 
the matter of reasonable wages could 
easily be determined by reference to 
the United States Department of Labor 
index of wage levels. This seemed to 
be a potent little capsule of informa- 
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tion and perhaps merits some reflection 
as, if payment of wages above a sta- 
tistical level is likely to be deducted 
directly from profits as a result of ne- 
gotiation three years after the end of 
the war, a lot of corporations have 
headaches in store for them. 

One of the speakers representing 
the government mentioned that in 
event a manufacturer is ahead of sched- 
ule on his war contracts, he deserves 
especially favorable consideration in 
that winning the war comes first, and 
if something is needed, there should 
be a friendly attitude toward whoever 
helps when help is needed. Comment 
was made from the floor that the 
vague idea that one manufacturer is 
“friendly” because he gets out ahead 
of an arbitrary schedule—which may 
have been set by almost anyone, or 
against almost any variety of difficulty 
—makes a rather loose operation. 

The general impression we gained 
from the government experts was that 
actual administration was being fairly 
well handled, but that the law was so 
loose and constituted such a sweeping 
delegation of power, that a bad admin- 
istrator could get away with anything 
short of murder if he felt so inclined. 

During this session an address was 
made by Mr. Roscoe Seybold, Vice- 
President and Controller of the West- 
inghouse Electric and Manufacturing 
Company, in which he described the 
price adjustment act under which war 
contracts are renegotiated as one of the 
most dangerous and far-reaching laws 
ever passed by Congress because the 
persons to whom authority to renego- 
tiate contracts are delegated will in 
many cases not be competent to de- 
termine the effect of their decisions 
upon the financial structure of the cor- 
porations. He particularly criticized the 
provision of the act which permits re- 
opening of contrad& for a period of 
three years after the end of the war, 
and he asserted that the pending cor- 
poration tax bill provides ample guar- 
antee against excessive profits on war 
contracts. 


CINCINNATI'S Mayor SPEAKS 


One of the interesting sessions of 
the conference was an address at the 
Tuesday noon luncheon by the Hon- 


orable James G. Stewart, Mayor of 
Cincinnati, Ohio. Mr. Stewart pleaded 
eloquently for optimism and tolerance 
in all walks of life. 


“ATLANTIC CHARTER FOR BUSINESS” 


The dinner on Tuesday evening was 
addressed by Mr. William P. Withe- 
row, President of the Blaw-Knox Com- 
pany, Pittsburgh, Pennsylvania, and 






Hour Laws. 


order on short notice. 





VICTORY 


With the inauguration of the Victory Tax, effective January 
1, 1943, present Payroll Records, in most cases, will be found 
inadequate. Accordingly, we have developed a new series 
of forms, arranged with multiple deduction columns. These 
not only take care of the Victory Tax, but other prevalent 
deductions such as for War Bonds, Hospitalization, Saving 
Funds, Union Dues, etc. The series include several designs 
of Earning Records, Period Payroll Sheets, Receipt Forms, and 
supplemental records. They conform to the current regula- 
tions of the Social Security, State Unemployment, and Wage- 


Sample Sheets on Request 


' Specimen sheets of these new forms together with descrip- 
tive literature and full price information on request. We 
also carry a comprehensive range of stock forms for most 
record-keeping needs—Priority Records, Inventory Control, 
Flant and Equipment Ledgers, etc. Special forms made to 
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President of the National Association 
of Manufacturers; also by Captain E. 
A. Lofquist, Chief of Staff, Ninth 
Naval District. 

Mr. Witherow stated that, in his 
opinion, bills now pending before 
Congress are inadequate to halt infla- 
tion, which must be curbed by the 
government if the war is to be won. 
He proposed an “Atlantic charter for 
business” and stated that the two great 
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realities of war are the mammoth 
problem of paying for the war and the 
treacherous threat of inflation. He 
stated that these cannot be put off un- 
til the war is won but that they are 
part and parcel of the problems of 
how to win the war. He stated that for 
business there should be four freedoms 
also—freedom from inflation; freedom 
from unwise taxes; freedom from 
strikes for the duration; and freedom 
of management to run its own affairs. 

Captain Lofquist in his address 
stated that the naval trainees during 
their course of indoctrination were 
taught that business and industry are 
in partnership with the armed forces 
and that both were essential—one at 
the front and the other supporting them 
at home. 


1942 FEDERAL REVENUE ACT 


On Wednesday, September 23, the 
entire day was given over to a discus- 
sion and study of the 1942 Federal 
Revenue Bill. The session opened with 
a transcribed address by the Honorable 
John W. Boehne, Jr., Representative in 
Congress from Indiana and Member of 
the Committee on Ways and Means. 
Mr. Boehne expressed a great deal of 
displeasure with the fact that the Treas- 
ury and Executive Departments had 
endeavored to stampede Congress into 
rubber stamping legislation in which 
said Congress was not wholly in ac- 
cord. 

Mr. Thomas N. Tarleau, Legislative 
Counsel of the United States Treasury 
Department, also spoke at this session 
and outlined the difficulties of his par- 
ticular department in trying to write 
legislation which was being drafted by 
two opposing forces, having in mind 
the Treasury Department bill and the 
two bills as proposed by the House of 
Representatives and Senate. 


BATTLE FOR CORPORATE PROFITS 


Mr. Maxwell E. McDowell, Head of 
the Tax Department of the Standard 
Oil Company of New Jersey, spoke on 
“Taxation of Corporate Normal Prof- 
its.” He stated that business today was 
engaging in a terrific struggle, which 
he called ‘The battle for the profits,” 


such profits being fought over by 1) 
Stockholders, 2) the Government, and 
3) the employees or labor. 

He stated that the government had 
really an unfair advantage in that they 
were already taking their toll before 
the earnings ever reached the pot. In 
other words, through social security 
taxes, unemployment insurance, and the 
like, the government was already get- 
ting a crack at the revenues before they 
again apportioned them and took their 
toll for federal income tax purposes. 
He stated that, in his opinion, the fed- 
eral tax rates had reached the point 
where the law of diminishing returns 
will soon commence to operate and 
warned that any increase in taxation, if 
carried on for any length of time might 
lose for us the very freedoms for which 
we are fighting. 


LIQUIDATION OF MIDDLE INCOME 
CLASSES 


The highlight of the tax session was 
the address given by Mr. Ellsworth C. 
Alvord, attorney and nationally known 
tax authority from Washington, D. C. 
He stated that the treasury tax program 
at its present stage of progress would 
result in “liquidation” of the middle 
income classes of this country because 
of the heavy tax burden imposed and 
that neither the treasury program nor 
the 1942 revenue bill as it passed the 
House would contribute materially to 
the national fight against inflation. 

He further stated that, in his opinion, 
complete freedom from politics is the 
primary requisite in planning the in- 
flation fight and that we can no more 
win the fight with a plan based on pol- 
itics than we can win the war with a 
program based on appeasement. He 
further stated that, in his opinion, the 
current tax program would seriously 
interfere with maximum war produc- 
tion. He stated that taxes against the 
middle income groups proportionately 
too high accomplished for Hitler liqui- 
dation of the middle classes in Ger- 
many. 

Mr. Alvord called for maximum tax- 
ation of individuals, including those 
whose incomes are increasing during 
the war, and said that about 75 bil- 
lions of national income would escape 


taxes under the current program and 
that the 40 billions of additional war 
time income would pay little or no tax 
at all. 

He said that it was imperative to en- 
courage the production of consumer 
goods consistent with the war effort as 
a means of preventing the spread of 
black markets, and asserted neither ra- 
tioning nor price control guarantees a 
sufficient supply of needed products. 

Mr. Alvord further said that an ade- 
quate governmental taxation and bor- 
rowing program should be designed to 
collect the maximum ‘possible revenue 
consistent with the more important ob- 
jectives of attaining and maintaining 
maximum war production, protection 
against profiteering both in war and 
civilian industries, and maximum prep- 
aration for peace. Mr. Alvord further 
stated that the current proposals fail to 
meet this goal and that if the Treasury 
program were enacted substantially 
every business enterprise would have 
to go to the government to meet finan- 
cial requirements, and nearly every in- 
dividual would carry such a load of 
taxation that he would have to seek 
governmental assistance when the war 
ends. In other words, there would be 
no such thing as private financing. 

Mr. Alvord further stated that infla- 
tion, in his opinion, should be con- 
trolled in part through increased civil- 
ian production rather than entirely 
through increased taxes. He also ex- 
pressed an opinion that the cost of the 
war should be financed largely by bor- 
rowing rather than through increased 
taxation. He also stated that, in his 
opinion, compulsory saving was non- 
inflationary if not done through banks 
and that individuals could carry an al- 
most unlimited load currently but not 
retroactively. 

s 
CLARIFICATION OF EXCEss PROFITS 
Tax ACT 


Mr. Walter A. Cooper, Certified 
Public Accountant and member of the 
firm of Peat, Marwick, Mitchell and 
Company of New York City, spoke 
on the “Proposed Changes in Taxa- 
tion of Excess Profits” and indicated 
that the proposed changes would lead 
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to a clarification of the Excess Profits 
Tax Act as it now stands. 

The question of deferred mainte- 
nance was discussed at this session, and 
it was the concensus of opinion that 
the provision in the new tax law for 
carrybacks of loss as well as carry- 
overs, which in effect would give a per- 
son the benefit of a five year spread 
each year, would eliminate the neces- 
sity of giving consideration to deferred 
maintenance. 


COOPERATION BY INDUSTRY WITH 
LABOR AND FARMERS 


Another most interesting address 
was delivered by Mr. Clinton David- 
son, Fiduciary Counsel, Inc., Washing- 
ton, D. C., on ‘Business Statesman- 
ship.” Mr. Davidson reminded those 
present that among the most potent 
factors today in controlling legislation 
were two groups, named in order of 
their importance: 

1) The agricultural or farmers bloc, 
and 
2) The labor or union bloc. 


He admonished those present that it 
would be a great step in statesmanship 
if business could somehow find a for- 
mula to bring about a closer coopera- 
tion between industry and these two 
powerful groups. He suggested as a 
program for the controllers the work- 
ing out of a formula whereby these 
two groups may be led to understand 
that any increase in corporate taxes in 
the long run means less for labor and 


be taken for the year 1929 and each suc- 
ceeding tenth year thereafter. There has 
been no definite move for a biennial Cen- 
sus of Business. Prior to Pearl Harbor 
there was a bill before Congress, provid- 
ing for a quinquennial census, the first 
one to cover 1943. Since this bill failed 
of passage, the Bureau of the Census has 
no plans under consideration at present 
for a Census of Distribution before 1950.” 


“HANDBOOK ON WAR PRODUC- 
TION,” published by the National Asso- 
ciation of Manufacturers. 184 pages. Com- 
piled by NAM’s War Committee, headed 









Order now 
for early delivery: 


tions, including : 


collection and payment. 


—in a new design made expressly for 
those responsible for corporate returns: 


Montgomery’s 


Federal Taxes on 
Corporations 1942-43 


EE that your company has this expert help under the new 1942 
law—handy two-book unit giving complete treatment, in one 
place and freed from irrelevant matters, of federal taxes on corpora- 


Gross Income and Deductions’ 1942-43—covers what is taxed to corpo- 
rations and when; arriving at the net income subject to tax; and 


Tax Determination and Returns 1942-43—covers computation of liability 
for excess profits and other taxes; credits that can be claimed; methods of 
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by Malcolm Muir, publisher of Newsweek. 

This publication is designed to aid the 
8,000 members of the National Association 
of Manufacturers in meeting their war pro- 
duction quotas and solving their conver- 
sion problems. 

The handbook analyzes procedure in ob- 
taining war contracts with the government 
agencies and breaks down the function of 
the various contracting services. It has a 
section on the War Production Board with 
an analytical description of its many sub- 
divisions, and a 95-page section on priori- 
ties, which contains, in addition to the texts 
of all orders, a complete listing and de- 
scription of all priorities instruments issued 
to date. 


21st issue of Montgomery’s 
FEDERAL TAX BOOKS 















Nothing else like these new Montgomery books in the specific guidance they 
offer, designed out of a quarter century’s experience in presenting tax informa- 











tion by an organization of professional accountants and lawyers who deal con- 
stantly with tax problems of corporations. 






less for products on the farm. 

As I have said before, the conven- 
tion was excellent and most enjoyable 
in every respect. I have endeavored to 
hit only a few of the high spots as they 
occurred to us as being of greater im- 
portance than the others, although this 
was a most difficult thing to do inas- 





ORDER NOW. Books are now receiving their final check-up for com- 
pleteness and accuracy of statement. To make sure you receive your 
copies promptly, will be released in ample time for your work on $15 
returns. 





Price 
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War has put a considerable strain on 
the labor market. This strain will, in 
all probability, not diminish but will 
become more and more stringent in 
the near future. To meet it, it will be 
necessary to restrict the non-productive 
work done in each business. 

In bookkeeping, the problem is to 
reduce the clerical work without low- 
ering the standards of information and 
control. To a high degree, this can be 
accomplished by the introduction of 
streamlined or one-writing systems of 
accounting. 

Although originally an American 
idea, the one-writing techniques found 
their widest use not here but in Europe. 
While we apply them, generally, only 
for special purposes such as payroll 
accounting or sales analysis, it was 
adapted, especially in the Central Eu- 
ropean countries, for the simultaneous 
keeping of the books of primary entry 
and the ledgers. This development 
took place in the critical years follow- 
ing the first world war. The one- 
writing systems proved so efficient in 
saving labor and money wherever they 
were in use that even the governments 
of the Central European states inter- 
vened in favor of their general intro- 
duction. In Germany, the official RKW 
publication No. 97, issued in 1938 by 
the “Reichskuratorium fiir Wirtschaft- 
lichkeit,” urgently recommends the 
immediate replacement of the “old- 
fashioned” handwritten bookkeeping 
methods by one-writing systems. 


PRINCIPLES OF ACCOUNTING Not 
AFFECTED 


One-writing systems of bookkeeping 
in no way affect the sound principles 
of accounting. They merely modify 
the older systems as far as the pure 
technique of posting is concerned. 
Various methods are in use, the tech- 
nical principle of all of which is the 
same. It is extremely simple, and con- 





Streamlined Methods of Handwritten 


Bookkeeping 


By Harry B. Gutman 





Mr. Gutman is a writer in 
economics and history. He 
has been in the United States 
four years. He has lectured 
in history at St. Bonaventure 
College, at St. Bonaventure, 
New York, and has written 
technical articles for various 
publications, both in_ this 
country and in Europe. He 
was vice-president of a bank 
in Vienna, and practiced pub- 
lic accounting there. 
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sists of reproducing either the books 
of original entry or the ledgers by 
copying. 

The most widely used method is to 
copy the entries on the books of pri- 
mary entry. The sheet replacing these 
books is placed on a board or in a 
frame of more or less complex con- 
struction. The frame of the more com- 
plicated type permits the moving of 
the ledger sheets in vertical and hori- 
zontal directions. Im most cases, a 
simpler frame is sufficient which pro- 
vides for the vertical moving only of 
the sheets. A variant is a case con- 
taining a long journal sheet, on two 
rollers, which exposes, within the 
frame, that part of the sheet needed 
for entries. This case may be secured 
against opening by unauthorized per- 
sons, thus not allowing any subsequent 
alteration of the entries made. 

The sheet resembles an ordinary 
journal sheet with as many columns as 
are needed in the special case. Its debit 
and credit columns are in conformity 
with the ledger duplicates, while the 
other columns contain the detail for 
analysis, in handwriting, or, they tally 
with other ledger sheets or columns. 
Sometimes, different sheets for debits 
with black rulings, or for credits with 
red rulings, are used. The spaces be- 
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tween the horizonal lines of each sheet 
are numbered, and fit exactly the cor- 
responding spaces on the ledger, or 
any other sheet in use. Similar num- 
bered markings are, sometimes, on the 
frame too; all fit together in proper 
alignment. 

Between the journal sheet and the 
ledger sheets is the carbon paper. 
Some systems replace it by typewriter 
ribbons which can be moved, by a 
special device, from line to line. Hand- 
writing is made in ink, usually with 
a glass pen. 


THREE FORMS OF PRIMARY ENTRY 


In practice, there are three principal 
forms of primary entry: 


1. The primary entry is made directly 
on the ledger account, or, some- 
times, on the journal sheet, and is, 
simultaneously, copied on the other 
sheets. It is made daily, directly 
from the vouchers. 

2. Daybooks are used for the primary 
entry. From these daybooks, usually 
a cash blotter and a journal or 
sales and purchases blotter, the defi- 
nite entry comes. This method is 
preferred by professional people 
and small businesses. The entries on 
the blotters are made daily, in a 
very simple form, while the other 
bookkeeping work is restricted to 
the last day of the month. 

3. The original entry is made simul- 
taneously with the original docu- 
ments or journal vouchers on proper 
forms, which, together, form the 
““prima-nota.” These forms are often 
very elaborate. They show as many 
details as needed for information, 
and are gathered together in boxes 
or binders, thus forming the sub- 
sidiary ledgers. Each subsidiary 
ledger is regularly added, and the 
summaries posted, again simul- 
taneously, on the journal sheets and 


(Please turn to page 610) 
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and the like, a policy which is now 
taking shape here under War Labor 
Board regulations. 


How It Works 


In order to understand how these 


necessary, lower price quotations on 
future orders. 

Individual suppliers have under- 
taken voluntarily adjustments of any 
losses equally. Some adjustments re- 
quite to be rolled back as far as the 
primary processor or importer. With 
regard to imported goods, the War- 
time Prices and Trade Board has set 
up the Commodity Prices Stabiliza- 
tion Corporation to subsidize where 
necessary imported goods, to bring 
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them in conformity with prices that 
prevailed during the base period. 


FARMERS: 

It is realized that prices paid to Ca- 
nadian farmers must be sufficient to 
bring forward adequate supplies of 
foodstuffs and primary products to 
meet the domestic and overseas re- 
quirements. In this respect, steps have 
been taken to prevent higher export 


(Please turn to page 611) 





regulations work, let us look at the 
various categories of people who are 
most affected by them, the retail store- 

keeper, the wholesaler, the manufac- 4 
turer and the farmer. 









RETAIL STOREKEEPER: 


The retail storekeeper is in the front 
line of the price ceiling program, and 
tribute has been repeatedly paid to the 
splendid cooperation given to the ceil- 
ing program by retailers in all parts of 
Canada. Below the ceiling there will 
still be an opportunity for bargain sales 
and for thrifty and economic merchan- 
dising of goods and services. There 
will also be a responsibility on retail- 
ers to find more efficient, less costly 
ways of doing business without im- 
pairing the essential quality of goods 
and services. 

For example, to get costs down, 
fewer lines will be made and handled. 
Styles will have to be standardized. 
There will be less choice for the con- 
sumer. Care has been taken to avoid 
injustices on the people of small 
means; in other words, if a manufac- 
turer having 57 lines cuts down his 
range to 12, he will not make the 12 
highest priced lines. He must make a 
range between the lower and the 
higher grades. It is admitted that the 
retailer faces hardships, as he will 
have to bear a portion of the “‘squeeze”’ “ 
which arises because of the customary 
lag between costs of raw materials and 
the finished merchandise on storekeep- 
ers’ shelves. 


MORE MAN POWER 


... bya Revolutionary 
Record-Keeping Method 


@ Want to know how one clerk can do the 
work of two? How you can speed up routine 
in your production control, cost, inventory 
and many other departments without adding 
more employees? Then investigate the 
Diebold CARDINEER. 


Hundreds of leading offices and plants now 
use Cardineers—and report amazing econo- 
mies and efficiency. Today, with employee’s 
time so valuable, you will want to learn more 
about this office “timesaver.” Ask for a 
demonstration in your own office. 


DIEBOLD SAFE & LOCK CO. « Canton, O. 


Offices in: New York, Chicago, Cleveland, Detroit, 
‘ashington, Philadelphia, Boston, St. Paul-Minneapolis, 
Pittsburgh, St. Louis. Dealers in other principal Cities. 

improvement for filing 


: DIEBOLD 
card records in more than 


50 years. Each Cardineer ° 
holds up to 6,000 records 
on a wheel. One turn 
instantly brings any record 
to the operator's finger 


tips. It's 40% quicker. 
Saves thousands of steps. ROTARY FILE 


5 Costs. S ° 
eae Soe — Essential for today's record-keeping methods 


valuable space. 4 

















We carry J 


CARDINEERS ¢ 
in stock for IS 


immediate delivery. 





Cardineer is the first basic 


WHOLESALER AND MANUFAC- 
TURER: 

Since retail prices cannot be raised, 
the manufacturer and the distributor 
are being required, under the price 
ceiling, to make price adjustments on 
unfilled orders, and to provide, where 
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the general ledger sheets. This third 
form is used chiefly by larger in- 
dustrial and commercial firms, by 
banks, public and municipal organ- 
izations. Often, it is applied in 
connection with more or less exten- 
sive use of bookkeeping machines. 
Very large enterprises, whose book- 
keeping in the main is mechanized, 
use one-writing systems for special 
bookkeeping tasks in such depart- 
ments where full mechanization 
would not be economical. Research 
has shown that in almost all cases 
where bookkeeping machines could 
not be utilized for more than 50 to 
60 per cent. of their capacity, the 
One-writing systems used without 
machines proved to be less expen- 
sive. 


GREAT VARIETY IN FORMS 


While the different types of one- 
writing systems described in the lit- 
erature and in the pamphlets of their 
purveyors, are based upon the same or 
very similar principles, and are dif- 
ferentiated only by the various con- 
structions of the used frames, and the 
different rulings of the sheets, there is, 
in practice, an enormous variety of 
the used forms and of the layout of 
the sheets. Each business adopts one- 
writing for its own particular needs. 
Great enterprises installed their own 
printing departments for the making 
of such special forms and sheets. In 
small business, however, conformity 
prevails, since the simplest types are 
sufficient. 

Often, mixed systems are in use com- 
bining features of our familiar book- 
keeping, one-writing systems, and 
mechanized methods. It is the rule 
that private ledgers and journals and 
memo books, kept for mere control 
purposes and not for the transfer of 
amounts, are kept in our familiar form. 

Experience has shown that the in- 
troduction of one-writing methods 
brought about a reduction of the per- 
sonnel to one half or even less, that a 
more thorough analysis of the single 


items of cost became possible without 
greater labor expense, and that, gen- 
erally, a smoother functioning of the 
different bookkeeping departments was 
achieved. I can reproduce, here, the 
figures of a big enterprise employing 
250 persons in the bookkeeping de- 
partment of the head office. Later, 
bookkeeping machines were installed, 
and, in connection with that, the per- 
sonnel was reduced to only 80 per- 
sons. After two years, the said business 
abandoned the mechanized system, and 
adopted a mixed one, using machines 
only for the preparation of the cus- 
tomers’ ledger, and employing in 
the bookkeeping department 110 em- 
ployees. The 30 additional people 
were taken over from other depart- 
ments the activities of which could be 
merged into the new bookkeeping or- 
ganization. The respective cost figures 
of the bookkeeping department were 
as follows: 


enforcing neat and careful han- 
dling. The single accounts are al- 
ways in the right order and not 
broken up by occasional lack of 
space as may occur in bound books. 
Thus, the whole apparatus of book- 
keeping shows simple features which 
can easily be surveyed. 

3. Greater security and easier control 
is attained: The copies are durable, 
and can be altered only with diffi- 
culty. Each alteration is easily de- 
tectable. Since original entry and 
copy are necessarily congruent, each 
lost sheet can easily be reconstructed. 
Second copies of the journal sheets 
replace the customary branch, fac- 
tory, department, and other internal 
reports, which are today, generally, 
extracts, and, therefore, open to er- 
ror and incorrect reporting. 

4. Daily readiness is assured: The si- 
multaneity of the original entry and 
the copy brings about the elimina- 


3. Period: 
Mixed System: 
1. Period: 2. Period: One-Writing 
Use of Fully Combined with 
Handwritten Books Mechanized System Use of Machines 
Salaries and wages in the book- 
keeping department 86% 36% 42% 
All other departmental expenses 
including a share in cost of 
management, and other depart- 
ments such as payroll depart- 
ment, building maintenance and 
the like 14% 28% 16% 
Total: 100% 64% 58% 


ADVANTAGES OF ONE-WRITING 
SYSTEM 


The advantages of the one-writing 
systems of bookkeeping may be 
summed up as follows: 


1. They save time and labor: Since 
the original entry and the copy, or 
copies, are made simultaneously, 
transfers from one book to the other 
become unnecessary. This elimi- 
nates much comparing and check- 
ing. Mistakes due to false transfers 
are necessarily avoided, and so are 
delays caused by temporary non- 
availability of one or another book. 
The whole control, and the auditing 
of the books becomes simpler and 
easier. There is no more handling 
of unhandy and voluminous books. 

2. Greater order and clarity is achieved: 
The forms show an accurate ruling 


tion of arrears. The results of ac- 
counting are at any time checkable, 
the books always ready for closing. 
The setting up of monthly, weekly, 
and daily trial balances looses much 
its problematical character. 

5. Practically, there are no limitations 
in adapting an already existing sys- 
tem to any possible change. 

6. One-writing systems provide better 
possibilities of division of labor. 


Thus, greater economy, greater effi- 
ciency, and the reduction of burden- 
some and clerical work may be 
achieved. Judging from the results 
achieved abroad, one-writing deserves 
our attention. I am of the opinion that 
the question of its broader introduc- 
tion merits the thoughtful considera- 
tion of everyone who is interested in 
the smooth functioning and the com- 
petitive power of American business. 
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prices from depriving Canadian con- 
sumers of otherwise available supplies. 
It was felt that it would be impossible 
to have imposed an overall price ceil- 
ing until agricultural prices had had a 
chance to rise. 

In practical application, price con- 
trol has already gone a long way to 
regularize consumer purchases, prevent 
feverish production on civilian lines 
which was naturally going on among 
manufacturers to take advantage of 
rising prices, give little incentive to 
hoarding and bring trading to normal 
levels through Canada. The experi- 
ment, as it can be called, has a breadth 
and variety hitherto untried by the will 
and consent of any free people any- 
where. It has placed the responsibil- 
ity on every person in Canada, who 
now has his part in obeying and 
guarding the price ceiling law. 

It is important to note that the ad- 


ministration of price control is in the 
hands of the best business brains in 
Canada. The administrators have been 
selected from industry, retail stores, 
wholesale organizations, and every sec- 
tion of Canadian commerce and busi- 
ness. This should be an ample guaran- 
tee that the price control is being ad- 
ministered intelligently. 


WAGES: 

Coincidental with the institution of 
price ceilings, the Canadian Govern- 
ment decreed that on and after No- 
vember 15, 1941, no employer should 
increase the basic scale rates paid by 
him at the effective date of the order. 
These regulations are administered by 
the National War Labor Board, which 
was set up for the purpose. If the 
National Board finds that any employ- 
et’s basic scale of wage rates is low 
as compared with the rates generally 
prevailing, it may prescribe increased 
wage rates. Alternatively, if the Na- 
tional Board finds any employer's 
basic scale of wage rates is enhanced 
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as compared with the rates generally 
prevailing, it may order the cost of 
living bonus deferred. 


COST OF LIVING BONUS: 

Every employer is required to pay a 
cost of living bonus to employees other 
than those above the rank of foreman 
or comparable ranks, based on the in- 
crease in the cost of living as measured 
by the cost of living index for Canada 
prepared by the Dominion Bureau of 
Statistics. This bonus is paid at the 
same time as the wages. The base used 
for figuring the cost of living bonus 
is that August, 1939, shall be deemed 
to be 100 per cent. For each rise of 
one point in the index, 25c per week 
is paid to all adult male employees, 
and for all other employees employed 
at basic wage rates of $25 or more per 
week. For all employees being paid 
salaries below $25 per week, the bonus 
is fixed at 1 per cent. of their weekly 
wage rate. 

As of November 6, 1941, it was 
decreed that no employer shall increase 
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the rate of salary paid to salaried off- 
cials above the most recent salary rate 
established before that date. Further- 
more, no employer shall pay bonuses, 
gratuities or shares of profit to a sal- 
aried official during any year following 
November 6, 1941, in excess of sim- 
ilar payments for the year ended No- 
vember 6, 1941. 

After close study and investigation, 
the Canadian view was that the freez- 
ing of wage rates, salaries and bonuses 
is a mecessary and integral part of the 
system of price control. 

May I supplement these notes on 
wages by a statement made by the 
Prime Minister of Canada in October, 
1941, in regard to this subject: 


“Control of Production Costs: 
Stabilization of Wages” 


“I come now to the next feature of the 
policy of controlling the cost of living. 
It is obvious that the prices of finished 
goods cannot be controlled successfully 
unless the cost of production is also con- 
trolled. Wages are a large element in the 
cost of producing the manufactured goods 
required by consumers. That is why the 


cost of living cannot be controlled unless 
wages are also stabilized. The policy of 
limiting the rise of wages is, in other 
words, a vital part of the policy of safe- 
guarding the wage-earners, as consumers, 
from the evil effects of a rising cost of 
living. With the policy of stabilizing 
wages the government is extending its 
policy of safeguarding the earnings of 
the wage-earners. 

“A beginning was made in working 
out a wage policy at the end of 1940 
when was is called Order in Council P.C. 
7440 was enacted. This Order, which was 
for the guidance of boards of concilia- 
tion, fixed basic wage rates in general 
at the relatively high level then existing. 
It provided that sub-normal wages could 
be adjusted upward and that any further 
upward adjustment in wages should be 
by way of cost-of-living bonus. While 
this experiment has been widely accepted 
by employers and employees in war in- 
dustry, certain defects in the procedure 
must now be remedied. Industries not en- 
gaged in war production have not been 
subject to this control. Wage rates of 
many of these industries have continued 
to rise. In others there has been no rise 
to offset the increased cost of living. Even 
in the war industries, because of the in- 
creasing scarcity of labour and the ab- 
sence of penalties for violation, the pol- 
icy was not completely successful. This 
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has been unfair to those employers and 
employees in industry, who loyally ac- 
cepted the policy. 

“After consultation with representatives 
of the provinces, of employers and em- 
ployees, the government has found gen- 
eral agreement with its view that its war- 
time wages policy could succeed only if 
it were broadened and strengthened and 
if machinery were established for its en- 
forcement. 


“Extension of Government Wartime 
Wage Policy” 


“The Government has therefore de- 
cided to extend its wartime wage policy 
to cover all industry. The only excep- 
tion will be certain smaller employers 
who are excluded solely for administra- 
tive reasons. Henceforward no employer 
in Canadian industry or commerce may, 
without permission, increase his present 
basic wage rates. 

“After November 15 every employer 
will be obliged to pay a bonus in ac- 
cordance with the terms specified by gov- 
ernment order, and to adjust the bonus 
regularly every three months in accord- 
ance with a definite formula. The bonuses 
now being paid will require to be ad- 
justed to the cost of living index as of 
the effective date. In future all employers 
will pay a bonus on the same basis. Pen- 
alties will be imposed for failure to 
comply with the order. 

“The administrative machinery will 
consist of a National War Labour Board 
and several regional War Labour Boards. 
Each will be equally representative of 
employers and employees. They will su- 
pervise a co-operative inspection and en- 
forcement service by the joint staffs of 
the Dominion and Provincial Depart- 
ments of Labour. One of the primary 
functions of the Boards will be to ob- 
serve how the policy works in practice 
and to recommend its revision or modifi- 
cation in the light of experience. The 
Boards will also be expected to advise 
the Minister of Labour about the further 
development of policy in all matters re- 
lating to labour and industrial relations. 

“Despite the careful thought given to 
the plan, it will no doubt have to be im- 
proved in detail from time to time. It 
is a step forward into new territory; 
success will depend upon the coopera- 
tion accorded by employers and workers, 
and not least by the support of the con- 
suming public.” 


ANOTHER CONTROLLER 
DONS UNIFORM 


Mr. D. S. Jeppson, controller of Lane- 
Wells Company, Los Angeles, a member 
of The Controllers Institute of America, 
has been commissioned a captain in the 
United States Marine Corps Reserve and 
has reported for duty. 
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tle as possible additional burden upon 
the accounting department, sets up ac- 
countability in clean-cut and positive 
fashion, and converts payroll deduc- 
tions into War Bonds as rapidly as suf- 
ficient accumulation has occurred, so 
that the money is available for the war 
effort just as soon as possible. 

From a two-part form filled out by 
the employee authorizing the company 
to deduct a fixed amount from his 
earnings each pay period, a War Bond 
purchase record card is headed up 
showing employee’s name and address, 
department, clock number, deduction 
amount, pay period, purchase price of 
bond, denomination of bond, and 
whether bonds are to be set up on a 
co-owner or beneficiary basis. 

Purchase record headings are then 
verified with the original authoriza- 
tion, and, when a week’s supply of the 
latter have accumulated, they are sent 
to the wage section where the amounts 
of the deductions are noted at the top 
of the individual earnings record cards. 

If the employee desires to change 
the amount of his deduction, at a later 
date, it is necessary for him to fill out 
another authorization form. 

Following notation of the deduction 
on the individual earnings record, the 
copies of the original authorization are 
filed alphabetically—one copy in the 


——NOW AVAILABLE WITH YOUR IMPRINT 
10th Edition 
Digest of Important Changes in Federal Taxes 


wage section, the other in the bond 
accounting section. 

Postings to the payroll records (pay 
check, employee’s statement, individ- 
ual earnings record, and payroll jour- 
nal) ate completed and balanced by 
departments each Tuesday afternoon. 
Postings to the War Bond purchase 
ledger are started Wednesday noon 
and normally are completed and bal- 
anced by Thursday noon. 

The War Bond purchase ledger is 
arranged by departments and by clock 
numbers within departments, the same 
as the payroll, so that the former post- 
ings can be made in direct sequence 
from the postings made previously to 
the payroll journal. At the end of 
each of the 121 departmental sections 
of records is a control card on which 
the total of deduction postings for that 
week to that department is printed. 
These departmental totals must bal- 
ance against the departmental control 
figures previously set up on the various 
departmental payroll journals. 

The posting of deductions to the 
War Bond purchase ledgers is an ex- 
ceedingly simple operation in which 
two small Burroughs desk model post- 
ing machines equipped with front- 
feed carriages are used. The operator 
simply inserts the ledger form in the 
front-feed chute, and closes the ma- 








Many changes in new federal tax law will affect business houses and organ- 
izations as well as millions of employees who never before had a serious tax 
problem. Controllers, personnel managers, and other executives of business 
firms have not only an opportunity but a RESPONSIBILITY to render to 
their employees a real service by distributing information concerning the new 
tax problems confronting them, and by helping them meet their new obliga- 
tions. Chambers of commerce, trade and professional associations, banks, in- 
vestment houses, and public accountants have been distributing our tax fold- 
ers in increasing quantities with gratifying results. 
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Write now for 1942 sample and price list. Also available is our “DIGEST 
AND MANUAL FOR INDIVIDUALS”—a check-list of inclusions, exclu- 
sions, deductions, and non-deductible items, with depreciation rates and tax 
rate tables. Send for sample “Victory Tax-Aid,” a pocket-size chart and ex- 
planation of new 1943 Tax, for distribution to employees and others. 


TAX PUBLICATIONS CO., 53 State Street, Boston, Mass. 











chine carriage. She then enters the ac- 
count’s old balance (which does not 
print on the form) in the machine, 
and enters and prints the amount of 
the current deduction. The form auto- 
matically spaces up to the next writing 
line, and the operator depresses a total 
key which prints the new balance on 
the account, the date printing auto- 
matically in the same operation. 

This same procedure is repeated for 
all the employees in the department, 
following which the automatically ac- 
cumulated grand total of deduction 
postings for that department is printed 
on the control card. 

Postings are made to 4,600 ledger 
accounts weekly in the Wednesday 
noon-Thursday noon period, while, in 
addition, there are records for 1100 
individuals on a semi-monthly payroll 
to be posted every other week. 

Immediately after deduction post- 
ings have been finished and balanced 
each week, the accounts are examined 
to determine those individuals who 
have enough accumulated to purchase 
a bond. As soon as their identities 
have been established, bond purchase 
lists for the Federal Reserve Bank are 
written, and the amounts used in pur- 
chasing bonds are then posted manu- 
ally to the purchase ledgers. 


MEETINGS OF CONTROLS 


CHATTANOOGA 


Topic: “PROCEDURES UNDER WAR- 
TIME CONDITIONS” 


Mr. Henry Arnold, a member of the 
Chattanooga Control, was the speaker at 
the meeting held November 12. His sub- 
ject was: “Accounting Procedures Under 
War Time Conditions.” His address was 
followed by a discussion 14 wiiich all 
the members participated. During the 
discussion many problems and procedures 
were described. 


KANSAS CITY 

Topic: “REVENUE ACT OF 1942” 

Thirty-two members and guests of the 
Kansas City Control attended its meeting 
on November 9 when “The Revenue Act 
of 1942” was discussed by Mr. Reece A. 
Gardner of a law firm of Ryland, Stin- 
son, Mag and Thomson. Mr. Gardner de- 
scribed the changes made by the amend- 
ments to The Revenue Act which were 
enacted recently. He spoke for one hour 
and his address was followed by discus- 
sion of nearly one hour. 


“THE PUBLIC DEBT, 1941,” published 
by the Tax Institute on July 15, 1942. 1 
page. (Popular Release No. 62.) 
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NEW MEMBERS ELECTED 








At a meeting of the National Board of 
Directors of The Controllers Institute of 
America held November 30, 1942, the ap- 
plicants named below were elected to ac- 
tive membership in The Institute: 


EDWIN ALEXANDER 
Columbia Aircraft Products, Inc., Somer- 
ville, New Jersey. 

CarL W. ANDERSON 
Marchant Calculating Machine Company, 
Oakland, California. 


RALPH L. ARNHEIM 
Chicago Mail Order Company, Chicago. 


PauL A. BARKMEIER 
Goldblatt Brothers, Inc., Evanston, IlIli- 
nois. 


STruarT J. BARRETT 
The Peoples Gas Light and Coke Com- 
pany, Chicago. 

RALPH H. BENSON 
Warren Steam Pump Company, Inc., 
Warren, Massachusetts 


EDMUND BURKE 
The First National Bank of Chicago, 
Chicago. 

MALTE J. CARLSON 
Dictograph Sales Corporation, New York 
City. 

RoE S, CLARK 
Package Machinery Corporation, Spring- 
field, Massachusetts 

JAMES J. DoRAN 
Davison-Paxon Company, Atlanta, Georgia. 

JOHN Drury 
C-O-Two Fire Equipment Company, 
Newark, New Jersey. 

PAUL S. FERGUSON 
George C. Moore Company, Westerly, 
Rhode Island. 

THoMaAS B. FRANK 
Hayward-Schuster Company, Inc., New 
York City. 

GorDON F. GILMORE 
Pitney-Bowes Postage Meter Company, 
Stamford, Connecticut. 


ARTHUR S. GOODMAN 
American Forge Division of the Ameri- 
can Brake Shoe & Foundry Company, 
Chicago. 

FRANK S. HATCH 
Moore Drop Forgings Company, Spring- 
field, Massachusetts. 

GLENN M. HATFIELD 
Material Service Corporation, Chicago. 


Davip OLIPHANT HAYNES 
Beaunit Mills, Inc., New York City. 
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Jay S. HoFFMAN 


Remington Arms Company, Bridgeport, 


Connecticut. 
CHARLES M. HOLLIS 


L. A. Young Spring & Wire Corpora- 


tion, Detroit. 
JosEpH C. HUEHN 


National Bearing Metals Corporation, St. 


Louis. 
J. H. JEROME 


Illinois Watch Case Company, Elgin, IIli- 


nois. 





Election of the 34 new 
members named above 
brings the total mem- 
bership of The Institute 


to 
1,865 


NO COMPANY MEMBERSHIPS 


There are no company member- 
| ships in The Controllers Institute 

of America. 

All memberships are on an indi- 
| vidual, personal basis. They are 
_ bestowed upon individuals only 

after they have made available to 
the Admissions Committee infor- 


| qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
| eligibility established by The Insti- 
tute. 

There is something of the pro- 
fessional atmosphere about con- 
trollership, which is conveyed by 
membership in The Institute. 

Memberships are not transfer- 
able. Once a controller has been 
elected a member of The Institute 
he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 





mation concerning their personal | 
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ANTHONY R. KIRSCH 
Nutrition Research Laboratories, Chicago. 


JAMES M, LUNEY 
The Metropolitan Water District of 
Southern California, Los Angeles. 


WALTER W. MAYNE 
California Consumers Corporation, Los 
Angeles. 


Percy D. MITCHELL 
Morgan Construction Company, Worces- 
ter, Massachusetts. 


ELLIs MITCHELL Moore 
Tubular Alloy Steel Corporation, Gary, 
Indiana. 


MacNus F. PETERSON 
United States Envelope Company, Spring- 
field, Massachusetts. tan 


CLAYTON A. RICHMOND 
Hunter Manufacturing Corporation, Croy- 
don, Pennsylvania. 


Frep C. RUSSELL 


J. F. Tapley Company, Long Island City, 
New York. 


FREDERICK C. SHAFER 
The Imperial Brass Manufacturing Com- 
pany, Chicago. 


HAMILTON SHEA 


at Corporation, New York 
ity. 


Az V. STURTEVANT 
Indian Motocycle Company, Springfield, 
Massachusetts. 


ANDREW J. VANDERSCHOOT 
Soule’ Steel Company, San Francisco. 


EDGAR E. BERGMANN 


Edgar E. Bergmann, controller of Mac- 
fadden Publications, Incorporated, New 
York City, died on December 4 in the 
Harkness Pavilion, Columbia Presbyterian 
Medical Center, Broadway and 168th 
Street. He was forty-nine years old. 

After attending Leland Stanford Uni- 
versity, he became associated in 1911 with 
Haskins & Sells, certified public account- 
ants, in their New York office. He worked 
for the company ten years as a supervising 
accountant in charge of major audit and 
system engagements. For two and one 
half years he was an executive of Co- 
lumbia Presbyterian Medical Center and 
reorganized the accounting and other 
departments. In 1941 he returned to Mac- 
fadden Publications, Incorporated, as con- 
troller, having been previously employed 
with the corporation in an executive ca- 
pacity. 

He lived at 325 East 57th Street, New 
York. Mr. Bergmann became a member of 
The Controllers Institute of America in 
February, 1942. 














MEETINGS OF CONTROLS 








BALTIMORE 
Topic: “CONTRACT RENEGOTIA- 
TION” 

Mr. Carman G. Blough, Chief of the 
Contract Review Board of the War Pro- 
duction Board, addressed the Baltimore 
Control on the subject of “Contract Re- 
negotiation” at its regular monthly meet- 
ing, which was held November 11 in the 
Lord Baltimore Hotel. Before joining 
WPB, Mr. Blough was chief accountant 
of the Securities and Exchange Commis- 
sion. He was formerly a partner of Arthur 
Anderson & Company. 


BRIDGEPORT 
Topic: “WAR CONTRACT FINANC- 
ING AND WAR CONTRACT 
COST” 

A Discussion of “War Contract Financ- 
ing and War Contract Cost’ featured the 
regular monthly meeting of the Bridge- 
port Control, which was held November 
4 at the Dutch Treat Tea House. The 
discussion leader was Mr. John S. Daw- 
son, a graduate of Harvard Law School, 
who is now head of the legal department 
of the Bridgeport Brass Company. 

In his address preceding the informal 
discussion, Mr. Dawson outlined the legal 
aspects of war contracts and renegotiation, 
tracing the regulations from the time of 
the original enactment through to the last 
legislative changes. He also cited the at- 
titudes of the members of the Price Ad- 
justment Board in respect to the various 
items which would—or would not—be 
considered during renegotiation proceed- 
ings. A lively discussion of controllership 
problems ensued. 

President T. C. McCobb of The Insti- 
tute, and Arthur R. Tucker, managing di- 
rector, attended the meeting. Mr. McCobb 
spoke briefly, calling particular attention 
to the need for revising cost systems in 
such a manner as to provide necessary 
information for compliance with govern- 
mental regulations. He also urged the 
members to budget tax payments so that 
they can be made without impairing work- 
ing capital position. 

Mr. Tucker also addressed the meeting, 
tracting the history of the Bridgeport 
Control and welcoming the New Haven 
members and guests. He invited all eligi- 
ble guests to become members of The 
Institute, and predicted a total member- 
ship of more than 2,000 by the end of this 
year. 


BUFFALO 
Topic: ‘‘FREEZING OF WAGE 
RATES” 

The Past President of the Buffalo Con- 
trol, Mr. John H. Goodwin, Jr., was the 
speaker at the regular monthly meeting of 
the group, held November 10 in the Park 
Lane Hotel. Mr. Goodwin’s subject was 
“Freezing of Wage Rates.” 

An interesting part of the address was 
a table of rates paid by the various mem- 


bers of the Control, which Mr. Goodwin 
had compiled, and copies of which were 
distributed at the meeting. A vote of 
thanks was tendered the speaker for his 
timely contribution. 

Mr. E. Dietrick of the War Production 
Board also spoke, in regard to the need 
for typewriters on the part of the armed 
forces. 


CHICAGO 
Topic: “CURRENT ECONOMIC CON- 
TROL IN THE MEAT INDUSTRY” 


The tremendous job facing the Ameri- 
can meat industry in this global war, par- 
ticularly in view of ceiling prices, meat 
restriction orders and other government 
regulations, was outlined by the speaker 
at the regular monthly meeting of the Chi- 
cago Control—Mr. Gerald B. Thorne, 
economist of Wilson & Co. The meeting 
was held November 24, in the Union 
League Club. 

In his address Mr. Thorne emphasized 
the fact that only 24 billion pounds of red 
meat will be available this year, as com- 
pared with a demand of 271, billion 
pounds, thus presenting a major problem 
in ecenomic control. 


CINCINNATI 
Topic: “ECONOMIC AND SOCIAL 
TRENDS” 

A closed meeting on “Economic and 
Social Trends” was held by the Cincinnati 
Control on November 10, in the Nether- 
land-Plaza Hotel. The speaker was Dr. 
Francis H. Bird, head of the Commerce 
Department of the University of Cincin- 
nati. 

Mr. Ralph Miller, Chairman of the Ed- 
ucation Committee of the Cincinnati Con- 
trol, reported on his Committee’s program 
for 1942. 

The next meeting of the Control will be 
held on December 8. 


CLEVELAND 
Topic: “PROBLEMS OF CONTROL 
DURING THE WAR PERIOD” 


Speaking for the second time before 
that group, Dr. Charles F. Roos of the 
Institute of Applied Econometrics was 
guest speaker at the regular monthly meet- 
ing of the Cleveland Control, held No- 
vember 10 in the Hotel Cleveland. His 
topic was ‘Problems of Control During 
the War Period.” 

Dr. Roos’s previous visit to the Cleve- 
land Control as a speaker took place in 
1940. He is the author of several books 
on economics. 


DAYTON 
Topics: “THE CONTROL OF BUR- 
DEN” AND “RENEGOTIATION 


OF CONTRACTS” 

Two meetings of the Dayton Control 
were held during November. The first, 
held on November 12, was the regular 
monthly meeting, at which Mr. John Neth 
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of Wall, Cassel and Groneweg discussed 
“The Control of Burden,” especially with 
regard to allocation of costs to war con- 
tracts, and to renegotiation. 

So much material concerning renegotia- 
tion was developed at this session that a 
special meeting on the subject was called 
for November 24. In the round table dis- 
cussion which was the feature of the second 
meeting those members of the Control 
who are now conducting renegotiations 
gave the rest the benefit of their experience 
in the subject. 


DETROIT 


Topic: “CURRENT CONTROLLER- 
SHIP PROBLEMS” 


A closed round table discussion of cur- 
rent controllership problems was held by 
the Detroit Control on November 18, in 
the Hotel Statler. The meeting was con- 
fined to members in order to facilitate 
participation by all the members present. 


DISTRICT OF COLUMBIA 
Topic: “LET’S LOOK ABROAD” 
Dr. Maynard Owen Williams, chief of 
the foreign editorial staff of the National 
Geographic Society, addressed the regular 
monthly meeting of the District of Colum- 
bia Control, which was held November 
24 in the Carlton Hotel. Dr. Williams, 
who has spent most of his life in Europe 
and Asia, spoke on ‘“‘Let’s Look Abroad.” 


HARTFORD 
Topic: “REVENUE ACT OF 1942” 
The regular monthly meeting of the 
Hartford Control was held on November 
12 at the Elm Tree Inn, Farmington, 
Connecticut. It was suggested that each 
member be accompanied by one or more 
members of his organization to hear the 
speaker, Mr. G. H. Kitendaugh, tax ac- 
countant for the General Electric Com- 
pany of Schenectady, New York. He has 
a broad background of experience, having 
served on the auditing staff of the General 
Electric Company for a number of years. 
He is now functioning as a tax specialist 
and is concerned with the interpretation 
of the various tax laws and the compila- 
tion of state and federal tax returns, in- 
cluding the review of all tax returns and 
reports of the various subsidiaries of the 
General Electric Company. In view of 
the broad interest in the Revenue Act of 
1942 a large gathering resulted and all 
enjoyed not only a very fine address but 
also the very interesting discussion which 
followed. 


HOUSTON 
Topic: “EFFECT OF THE WAR, TO 
DATE, ON THE COUNTRY’S 
ECONOMY” 

Mr. Richard J. Gonzalez, economist of 
the Humble Oil & Refining Company, 
was guest speaker at the regular monthly 
meeting of the Houston Control. He spoke 
on “The Challenge to Our Economy.” 
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The meeting was held in the Houston 
Club on November 24. 

Professor T. W. Leland, head of the ac- 
counting department of Texas A. & M. 
College, conducted a discussion of war- 
time controllership problems at the reg- 
ular monthly meeting of the Houston 
Control, held October 27 in the Houston 
Club. The discussion centered about the 
following points: 

1. The importance of the relationship 
of accounting with engineering, includ- 
ing the possibility of the professional en- 
gineer seeking a more thorough knowl- 
edge of accounting—in order to take over 
some of the accountant’s duties in regard 
to cost analysis and cost forecasting. 

2. The difficulty of accurate budgeting 
in abnormal times, including the need for 
revision of budgets at frequent intervals. 
In this connection, Professor Leland sug- 
gested that much basic information could 
be secured from analyses of expenditures 
actually made, in the light of actual sales 
volume and other controlling factors. 

3. The distinction between fixed and 
variable costs. The speaker pointed out 
that each variable expense can be further 
divided into fixed and variable portions, 
and described two methods of determin- 
ing these factors. 

Mr. Gay Carroll, President of The Con- 
trol, spoke briefly on the activities and 
growth of The Institute, and gave a re- 
sume of the message presented at the 
convention by President T. C. McCobb. 


INDIANAPOLIS 
Topic: ‘‘CURRENT ECONOMIC 
TRENDS” 

The speaker at the regular monthly 
meeting of the Indianapolis Control, held 
November 17 in the Indianapolis Athletic 
Club, was Dr. Harry C. Sauvain, head of 
the School of Business at Indiana Uni- 
versity. Dr. Sauvain, whose annual ad- 
dress has become almost traditional with 
the Control, discussed current economic 
trends. 


LOS ANGELES 
Topic: “THE REVENUE ACT OF 
1942” 

Mr. Lucien W. Shaw, who was one of 
the speakers at the Fourth Annual Pacific 
Coast Conference, in May, addressed the 
regular monthly meeting of the Los An- 
geles Control, which was held November 
19 in the Clark Hotel. 

Mr. Shaw spoke on “The Revenue Act 
of 1942,” giving the members the benefit 
of his experience with the Treasury De- 
partment in Washington, and with Mr. 
Joseph D. Brady, Los Angeles tax at- 
torney. The speaker now is assistant to 
the controller at the Lockheed Aircraft 
Corporation. 

The principal changes in both personal 
and corporate income taxes under the 
Revenue Act of 1942 were outlined at the 
regular monthly meeting of the Los An- 
geles Control, held on November 19. 


The speaker, Mr. N. O. Brookins of Ly- 
brand, Ross Bros. & Montgomery, took 
part in the discussion which followed his 
address, answering questions concerning 
the provisions of the Act. 

President H. E. Ludwick presided at the 
meeting, and Mr. Rollin E. Ecke, Chair- 
man of the Program Committee, intro- 
duced Mr. Brookins and the speakers who 
followed him—Mr. Louis A. Williford, 
who discussed the “Offer of suitable em- 
ployment” ruling by the California Un- 
employment Insurance Commission, and 
Vice-President Edwin E. Balling, Jr., who 
discussed problems in connection with 
gasoline rationing. 


LOUISVILLE 
Topic: “TAXES” 
Mr. Claude W. Hupp of Lybrand, Ross 
Brothers & Montgomery addressed a 
meeting of the Louisville Control on No- 
vember 27, continuing his address on 
“Taxes” which was carried over from the 
previous meeting. At the close of his re- 
marks, the speaker conducted a round 
table discussion of the subject. 


MILWAUKEE 
Topic: “THE 1942 REVENUE ACT” 
Mr. Michael Sporrer of Arthur Ander- 
son & Company discussed the 1942 Rev- 
enue Act at the regular monthly meeting 
of the Milwaukee Control, held on No- 
vember 10 in the University Club. A 
question-and-answer period followed Mr. 
Sporrer’s address. 


NEW ENGLAND 
Topic: “PROFIT SHARING AND 
PENSION PLANS” 

The November meeting of the New 
England Control was held in Worcester, 
Massachusetts, at Putnam & Thurston’s 
Restaurant on November 17. The subject 
was ‘Profit Sharing and Pension Plans” 
and the speaker was Mr. Howe P. Coch- 
ran of Washington and New York City. 
He is a recognized authority on this sub- 
ject which is of immediate importance in 
the light of recent legislation relative to 
Wage and Salary Stabilization. Mr. Coch- 
ran is an attorney at law in the District 
of Columbia and the Court of Claims, 
United States Tax Court and United 
States Supreme Court. For more than 
twenty years he has specialized. in federal 
taxation, and is the author of the books 
entitled ‘Scientific Tax Reduction” and 
“Federal Income and Excess Profits Tax 
Practice and Procedure.” The members of 
the Control were assured of an interest- 
ing evening and no one was disap- 
pointed. 


NEW YORK CITY 
Topic: “FEDERAL TAXES” 


The regular monthly meeting of the 
New York City Control was held on No- 
vember 23. The guest speakers, both of 
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whom participated in the Federal tax ses- 
sion at the Chicago convention, were: Mr. 
Walter A. Cooper, C.P.A., who is a 
partner of Peat, Marwick, Mitchell and 
Company; and Mr. Maxwell E. McDowell, 
head of the tax department of the Stand- 
ard Oil Company (New Jersey). They 
spoke on various aspects of the new 
Revenue Act. 

The meeting was held in the Hotel 
New Yorker, and was attended by 230 
members and guests. 


PHILADELPHIA 
Topic: “FEDERAL TAXATION” 


Thursday evening, December 3, was re- 
served by members of the Philadelphia 
Control and their tax friends for a final 
check up to determine how thoroughly 
they have digested the new provisions of 
the Revenue Act of 1942. The Program 
Committee secured as a speaker Mr. Max- 
well E. McDowell, head of the Tax De- 
partment of the Standard Oil Company 
(New Jersey). It is an accepted fact that 
not only does he know the law but that he 
also has developed a sound philosophy of 
taxation in general. The meeting afforded 
an excellent occasion for members to in- 
vite their company tax men and their 
public accounting tax friends. Mr. Mc- 
Dowell had something of value for all. 
Mr. T. C. McCobb, the national president 
of The Institute, and Mr. Arthur R. 
Tucker, managing director, were guests. 
The meeting and dinner were in charge of 
Mr. Frank Reitzel, of the Sun Oil Com- 
pany, who did such a fine job as chairman 
of the Control’s testimonial dinner last 
year to Robert Johnson, the new president 
of Temple University. 


PITTSBURGH 
Topic: “PENNSYLVANIA STATE 
TAXES” 


The various recommendations — sub- 
mitted by members of the Pittsburgh Con- 
trol to its Committee on Pennsylvania 
State Taxes were reviewed by Mr. R. G. 
Weigand, chairman of the Control’s com- 
mittee, who addressed the regular monthly 
meeting of the Control. The dinner meet- 
ing was held in the Fort Pitt Hotel on 
the evening of November 30. 


ROCHESTER 
Topic: “THE 1942 REVENUE ACT” 


The regular monthly meeting of the 
Rochester Control was devoted to the sub- 
ject, “The 1942 Revenue Act.” Mr. 
George J. Lawrence, secretary of the Fed- 
eral Taxation Committee of the Rochester 
Chamber of Commerce, was the guest 
speaker. Mr. L. S. Callaghan led the dis- 
cussion which followed. 

Among the items covered in both the 
address and the discussion were the Vic- 
tory tax, the postwar refund, the excess 
profits tax and the carry-over and carry- 
back provisions of the Act. 
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SAN FRANCISCO 
Topic: “THE MANAGERIAL REV- 
OLUTION” 


The regular monthly meeting of the San 
Francisco Control was held on November 
19 at the St. Francis Hotel. The guest 
speaker was Mr. Hugo A. Bedau, past 
president of the San Francisco Sales Man- 
agers Association. He has been a sales 
and advertising executive for many years, 
part of this time being devoted to running 
his own advertising agency. His subject 
“The Managerial Revolution’ was of 
great interest to all members and guests 
who attended the meeting. 


ST. LOUIS 
Topic: “THE REVENUE ACT OF 
1942” 

The speaker at the regular monthly 
meeting of the St. Louis Control, held 
November 23 in the Missouri Athletic 
Club, was Mr. Merlin A. Muth, a certified 
public accountant and member of the bar 
in the State of Illinois. Mr. Muth’s sub- 
ject was “The Revenue Act of 1942.” 


SYRACUSE 
Topic: “THE NEW TAX BILL” 


Discussion at the November meeting of 
the Syracuse Control centered upon ‘The 
New Tax Bill,’ which also was the sub- 
ject of an address by Mr. Krantz Keller, 
tax consultant of the Carrier Corporation. 
The meeting was held on November 17, 
in the Industrial Club. 


TWIN CITIES 
Topic: “THE 1942 REVENUE ACT” 
The principal features of the 1942 Rev- 
enue Act were discussed at the Novem- 
ber meeting of the Twin Cities Control, 
which was held jointly with the Twin 
Cities Controllers Association, at the Min- 
neapolis Athletic Club, on November 10. 
The guest speaker was Mr. George C. 
Ludolph, Minneapolis tax consultant. 


J. H. MACDONALD VICE-PRESIDENT 
OF NATIONAL BROADCASTING 
COMPANY 
John H. MacDonald has been elected a 


vice-president of the National Broadcast- 
ing Company, an announcement which has 


Springfield Control, No.27, Formed 
with W. B. Gerould as President 


The Springfield Control was organized 
on November 20, 1942. The organization 
meeting was held on this date at the Kim- 
ball Hotel in Springfield. Mr. Robert A. 
Wickes, of American Bosch Corporation, 
acted as temporary chairman. 

The first business was the presentation of 
the charter as authorized by the Directors 
of The Controllers Institute of America at 
its meeting on October 30, 1942. Mr. 
Harvey M. Kelley, assistant secretary of The 
Institute, read the charter and passed it to 
Mr. Wickes. Mr. Kelley presented greet- 
ings from The Institute and read a letter 
from the National President, Mr. T. C. 
McCobb, giving the members of the new 
Control his blessing and expressing his re- 
gret that other business matters made it 
impossible for him to be present. 

The report of the Nominating Commit- 
tee was called for, and Mr. Philip A. Bills 
reported. He stated that the Committee 
nominated Mr. W. B. Gerould as president 
in recognition of his energy and initiative 
in handling preliminary arrangements for 
the organization of the Control. The Com- 
mittee suggested that nominations for other 
officers be made from the floor. 

The officers nominated and elected were: 
President—Mr. W. B. GrEroup, A. G. 

Spalding & Brothers, Inc., Chicopee. 
Vice-President—Mr. FRANK S. HATCH, 

— Drop Forgings Company, Spring- 

eld. 


Secretary-Treasurer—Mr. J. A. CHAD- 
BOURNE, Old Colony Envelope Com- 
pany, Westfield. 

Director—Mr. Pui.ip A. Britis, Gilbert & 
Barker Manufacturing Company, Spring- 
field. 

Director—Mr. ROBERT A. WICKES, Ameri- 
can Bosch Corporation, Springfield. 


After the election of officers Mr. Wickes 
turned the meeting over to the vice-presi- 
dent, Mr. Hatch. He read a telegram of 
congratulations and best wishes from Mr. 
John S. Learoyd, president of the New 
England Control. Informal discussion of 
plans for the Control followed. The meet- 
ing was adjourned at 9:30 P.M. 


Committees of Springfield Control 

President W. B. Gerould of the recently 
organized Springfield Control has appointed 
the following Committees: 


Membership: Mr. P. H. Bills, Gilbert & 
Barker Manufacturing Company, West 
Springfield, Massachusetts, Chairman; Mr. 
F. S. Hatch, Moore Drop Forgings Com- 
pany, Springfield; Mr. F. Peterson, 
a States Envelope Company, Spring- 
eld. 

Program: Mr. R. A. Wickes, American 
Bosch Corporation, Chairman; Mr. R. S. 
Clark, Package Machinery Corporation; Mr. 
P. R. Palamountain, McLaurin-Jones Com- 
pany, Brookfield, Massachusetts. 
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been received with pleasure by his many 
friends among the members of The Con- 
trollers Institute of America, and else- 
where. His name must be added to the 
list of controllers who have been elevated 
to vice-presidencies in the past two years. 

The announcement given to the press by 
the National Broadcasting Company will 
be of interest to readers of THE CONTROL- 
LER: 


“Elected by the board of directors at its 
meeting held on December 4, the vice- 
presidency was conferred in recognition of 
Mr. MacDonald’s many contributions to 
the financial and administrative problems 
of the network. 

“MacDonald hails from Brunswick, 
Maine, and if he inherits a Yankee shrewd- 
ness the quality is admixed with the ca- 
pacity for hard work and the ability to 
think clearly. At the age of forty-six, he 
can look back on two decades of broad 
and diversified experience, which began 
when he was graduated from New York 
University’s School of Business Adminis- 
tration in 1922. His degree of bachelor of 
commercial science was followed a year 
later by a master’s degree. Thereafter for 
four years he pursued academic work as a 
member of the N. Y. U. faculty and when 
he forsook this field he held an assistant 
professorship in the School of Commerce. 

“In the half dozen years which fol- 
lowed, MacDonald was associated suc- 
cessively with McGraw-Hill Publishing 
Company as office and personnel manager, 
and with A. I. Namm & Sons and Walker 
& Heisler Inc., as controller. .... 

“The proposed separation of the Red 
and Blue networks a year ago presented 
many complex problems and MacDonald 
was moved up to the executive floor in 
Radio City to assist the NBC management 
in their solution. The value of his work 
was speedily recognized and he became 
right-hand man to Frank E. Mullen, vice- 
president and general manager. 

“In the recently announced organiza- 
tional realignment of NBC, MacDonald 
became financial officer, now carrying with 
it the title of vice-president. His promo- 
tion is an extremely popular one in the 
NBC family where he has made many 
warm friendships. 

“While acquiring one office after an- 
other, MacDonald has found time to write 
three authoritative volumes on his fa- 
vorite subjects. He is the author of “Of- 
fice Management,” ‘Practical Budget Pro- 
cedure,’ and “Controllership—Its Func- 
tions and Technique.” 

“Since leaving the N. Y. U. faculty, 
MacDonald has been active in the affairs 
of The Controllers’ Institute of America. 
He was president of the Institute’s New 
York City Control in 1938, a member of 
the National Board of Directors in 1940- 
1-2, and vice-president and chairman of its 
executive committee in 1941-2. He is a 
member of Delta Sigmi Pi, a national pro- 
fessional fraternity. 
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A. 
Abramson, Dr. A. G. 
Proposals for Individual Firm Action in 
the Post War Period 
“Accelerated Depreciation Traveling Difficult 
Road’ —Editorial 
“Accountants’ Meeting Stresses War Theme?” 
“Accountants, Women Helping to Relieve 
Shortage of” 
“Accounting and Office Procedures to Meet 
War Conditions, Readjusting”’ 
by Dr. C. Aubrey Smith 
“Accounting for Special Reserves Arising Out 
of the War” 
Issued by the American Institute of Ac- 
countants 
“Accounting Practices, Criticisms of Current In- 
stitutional Reports and” 
by Robert Osborne Baker, Ph.D. 
“Accounting Theory, Current Trends and Per- 
sistent Problems in” 
by Dr. Carl T. Devine 
“Accounting Treatment of Unamortized Dis- 
count and Expense and Redemption Pre- 
mium on Bonds Refunded Prior to Their 
Maturity Date” 
by Raymond E. Brennan 
“‘Accruing Depreciation, Methods of” 
by T. Gartrell 
“Advance Payments on Prime Contracts, Bal- 
ance Sheet Treatment of” 
by Committee on Technical Information 
and Research 
“Advisory Committee on Questionnaire Forms” 
—Editorial 
“Air Raid Damage, Protecting Records Against” 
by E. R. Finch 
“Air Raid Protection, Leadership in Every De- 
partment Best’’ 
by Nathan H. Wentworth 
“Alien Accounts Checked” 
“American Institute of Accountants” 
Accounting for Special Reserves Arising 
Out of the War 
“‘Appreciates Service by Technical Committee”’ 
“A Program For the War and for the Years to 
Follow” 
by Dr. Walter E. Spahr 
“Arms Makers’ Net After Taxes Down” 
“‘Army Censorship May Keep Stockholders From 
Books” 
“Army Specialist Corps” 
“August Payments for Unemployment Insur- 
ance Took Big Drop” 


B. 
Babson, Paul T. 
See Post-War Socialization as Result of 
War Controls 
Baker, Robert Osborne, Ph.D. 
“Criticisms of Current Institutional Re- 
ports and Accounting Practices” 
“Balance Sheet Treatment of Advance Payments 
on Prime Contracts—and Other Problems” 
by Committee on Technical Information 
and Research 
“Balance Sheet Treatment of Tax Anticipation 
Notes”’ 
by D. M. Sheehan 
Bell, E. W. 
Misunderstandings and Errors in Gov- 
ernment Contracting 
“Biographical Data on T. C. McCobb” 
Black, J. H. 
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“Bonds Refunded Prior to Their Maturity Date, 
Accounting Treatment of Unamortized Dis- 
count and Expense and Redemption Pre- 
mium on” 

by Raymond E. Brennan 

“Bonds, Treatment of Discounts and Premiums 
in the Refunding of” 

by Walter A. Stuv 

Brennan, Raymond E. 

Accounting Treatment of Unamortized 
Discount and Expense and Redemp- 
tion Premium on Bonds Refunded 
Prior to Their Maturity Date 

Broad, Samuel J. 

Sound Opinions of Leading Accountant 

The Controller’s Responsibility to Pri- 
vate Enterprise 

“Blueprint For Freedom” 

by Eugene E. Wilson 

BOOKS REVIEWED 
“American Highway Policy” 

by Charles L. Dearing 
“Auditing and Theory—Questions and An- 
swers” 
by Louis Marder, L.L.D., C.P.A. 
“Auditing—Theory and Its Application” 
by Arthur Warren Hanson 
“Bank Audits and Examinations” 
by John I. Millett 
“Banking Studies” 
by members of the Staff of the Board 
of Governors of the Federal Re- 
serve System 
“Between Automatic 
Price Fixing” 
by Edward G. Nourse 
“Branch Banking: Its Historical and The- 
oretical Position in America and Abroad” 
by John M. Chapman and Ray B. 
Westerfield 
“Business Statistics’’ 
by Martin A. Brumbaugh and Lester 
S. Kellog 
“Collective Bargaining Contracts” 
by the Bureau of National Affairs, 
Inc. 
“Collective Bargaining Systems” 
by Prof. Frank C. Pierson 
“Consumer Instalment Credit and Economic 

Fluctuations” 

by Gottfried Haberler 
“Controllers’ Manuals of Instruction” 

by Controllers Institute of America 
“Corporate Taxation and Procedure in 

Pennsylvania” 

by Leighton P. Stradley, Esq., and 
I. H. Krekstein 
“Corporation and Manufacturing Account- 
in 
"ie H. A. Finney, Ph.B., CPA. 
“Cost Accounting and Work Measurement in 
the Federal Government” 
by Irving Tenner 
“Cost Accounting for War Production” 
by W. B. Lawrence, C.P.A. 
“Cut Defense Costs Now!” 
by Willard D. Arant 
“Deficit Spending and the National Income” 
by Henry Hilgard Villard 
“Democracy, Efficiency and Stability” 
by Dr. Arthur C. Millspaugh 
“Economic Analysis”’ 
by Kenneth Ewart Boulding 
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“Economics: Principles and Problems” 
by James E. Moffat, C. Lawrence 
Christensen, Mark C. Mills, Wil- 
liam C. Cleveland, Samuel E. 
Braden and Gerald J. Machett. 
“Economics: Principles and Problems” 
by Paul F. Gemmill and Ralph H. 
Blodgett 
“Essential Facts for Fiscal Policy” 
by National Industrial Conference 
Board 
“Excess Profits Taxes in America and Great 
Britain” 
by the National Industrial Conference 
Board 
“Exchange Control in Central Europe”’ 
by Howard S. Ellis 
“Fatigue of Workers, and Its Relation to 
Industrial Production” 
by the Committee on Work in In- 
dustry of the National Research 
Council 
“Federal Finances in the Coming Decade: 
Some Cumulative Possibilities” 
by Professor Carl Shoup 
“Federal Taxes on Estates, Trusts and Gifts, 
1941-42” 
by Robert H. Montgomery 
“Federal Trade Law and Practice” 
by Henry Ward Beer 
“Financial Characteristics of American Man- 
ufacturing Corporations”’ 
by Charles L. Merwin, Jr. 
“Financial Statement Analysis’ 
by John N. Myer 
“Financing the War” 
by the Tax Institute 
“Fiscal Planning for Total War” 
by William Leonard Crum, John F. 
Fennelly and Lawrence Howard 
Seltzer 
“Fiscal Policy and Business Cycles”’ 
by Alvin Harvey Hansen 
“General Accounting” 
by H. A. Finney 
“Government Contract Problems” 
by Research Institute of America 
“Hourly Earnings of Employees in Large 
and Small Enterprises’’ 
by Jacob Perlman 
“How To Buy Life Insurance” 
by Maxwell S. Stewart 
“How To Check Inflation’’ 
by John M. Clark 
“Industrial Statistics”’ 
by H. A. Freeman 
“Industrial Wage Rates, Labor Costs, and 
Price Policies”’ 
by Douglass V. Brown, Charles A. 
Myers, John A. Brownell, John 
T. Dunlop and Edward M. 
Martin 
“Inflation and the Investor’ 
by E. W. Axe & Co. 
“Inventory Trends in Textile Production 
and Distribution” 
by Hiram S. Davis 
“Inventory Valuation and Periodic Income” 
by Carl Thomas Devine 
“Keyes to Business Cash” 
by William Hurd Hillyear 
“La Salle Federal Income Tax Procedure 
Manual” 
by Milton Vogel and R. W. Bergner 
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“National 


“Management and Morale” 


by F. J. Roethlisberger 


“Merchandise Availability in Utah” 


by David E. Faville, Dix M. Jones, 
and Richard B. Sonne 


“Money and Banking”’ 


by Frederick A. Bradford 


“More for Your Money” 


by Public Affairs Committee, Inc. 


“Municipal Finance”’ 


published by The Municipal Finance 
Officers Association 
Income and Its Composition, 
1919-1938” 
by Simon Kuznets 


“Nazi Europe and World Trade” 


by Cleona Lewis 


“New York Income and Franchise Taxes” 


by Benjamin Harrow and Isador Sack 


“New York Laws Affecting Business Cor- 


porations” 
by United States Corporation Com- 
pany 


“Occupational Mobility” 


by Omar Pancoast, Jr. 


“Operating Results of Limited Price Va- 


riety Stores for 1941” 
by Miss Elizabeth A. Burnham 


‘Patents and Industrial Progress” 


by George E. Folk 


“Personnel Management—Principles, Prac- 


tices, and Point of View” 
by Walter Dill Scott, Robert C. 
Clothier, Stanley B. Mathewson, 
and William R. Spriegel 


“Plant Production Control” 


by C. A. Koepke 


“Price Control” 


by The Research Institute of America 


‘Readings in the Social Control of Industry” 


by the American Economic Associ- 
ation 


“Rival Unionism in the United States” 


by Walter Galenson 


“Safeguarding Records from Air Raids” 


by Metropolitan Life Insurance Co. 


“State Supervision of Local Finance”’ 


by Wylie Kilpatrick 


“Statistics of American Listed Corporations” 


a Works Progress Administration 
Study, sponsored by the S.E.C. 


“Subcontracting for Defense” 


by the Policyholders Service Bureau 
of Metropolitan Life Insurance 
Company 


“Tax Systems” 


by The Tax Research Foundation 


“Sharing Information with Employees” 


by Alexander R. Heron 


“Term Lending to Business” 


by Neil H. Jacoby and’ Raymond J. 
Saulnier 


“The Business Executive’s Handbook”’ 


edited by Stanley M. Brown and 
Lillian Doris 


“The Coming Crisis in Manpower” 


by Maxwell S. Stewart 


“The Design of Manufacturing Enterprises” 


by Walter Rautenstrauch 


“The Development of American Industries” 


by John G. Glover and William B. 
Cornell 
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PERSONAL NOTES 


Mr. Wm. Herbert Carr, a member of 
The Controllers Institute since March, 
1934, was recently appointed Controller of 
the California Packing Corporation, San 
Francisco. He was formerly assistant con- 
troller of the company, and previous to Au- 
gust, 1941, was general auditor of the 
Yosemite Park and Curry Company, Yo- 
semite National Park, California. 


Mr. John Horvit, a member of The 
Controllers Institute of America, was 
elected by his directors at a meeting on 
November 25, as vice-president and con- 
troller of the following companies: Spen- 
cer Shoe Corporation, Daly Brothers Shoe 
Company, Inc., and Triplex Shoe Company. 
The main office of the company is at 15 
East Street, Boston, Massachusetts. 


Mr. M. L. Jarboe has been elected secre- 
tary of the Diamond Alkali Company, Pitts- 
burgh, Pennsylvania, and will retain his 
duties and responsibilities as controller in 
addition to his new duties. He joined The 
Controllers Institute of America in June, 
1934, 


Mr. George M. Bralla, secretary and 
treasurer of The Valspar Corporation, New 
York City, and a member of The Control- 
lers Institute of America, has been called to 
Washington. He will serve temporarily with 
the Control Materials Plan division of the 
War Production Board, and will return to 
his office on completion of his work in 
Washington. 





Positions Wanted 











Controller-Accountant 


Executive accountant. Diversified man- 
ufacturing experience as chief cost account- 
ant, office manager and controller. Well 
versed in cost system installation. Also, 
public accounting. Present location in Chi- 
cago as staff member of firm of certified 
public accountants and income tax coun- 
selors. Can handle all tax matters. Age 34, 
Gentile, married, with dependents. A cer- 
tified public accountant. Member of The 
Controllers Institute. Associate member of 
American Institute of Accountants. Mem- 
ber of Illinois Society of Certified Public 
Accountants. Desire position as controller 
or assistant of company having extensive 
accounting problems. Minimum = salary 
$6,000. Address No. 386, “The Control- 
ler.”’ 


Controller-Accountant 


Eleven years’ experience. Present loca- 
tion three years in treasurer’s office of 
large manufacturing corporation. Experi- 
ence and training heavy and light manu- 
facturing, accounting, budgets, systems, 
standards, cost control, normal and excess 
profits taxes, government contract rela- 
tions, and other financial management 
problems. Age 32, married, two children. 
Christian. College graduate, New York 
State Certified Public Accountant. Inter- 
ested permanent executive position with 
growing firm. Present salary $7,000. Ad- 
dress No. 399, “The Controller.” 
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